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Page 17, para 28, line 3 — Foi ‘ five ’ lead, ‘ tliiee ’ 

Page 41, suh-para to para 60, line 4 — For “The Punjab 
Peasant ” read “ The Punjab Peasant in Piospeiity and 
Debt ” 

Page 74, paiagraph 108, line 22 — For ‘ interests rates ’ read 
‘ inteiest rests ’ 

Page 75, paia 108 (c), line 19 — For ‘ mitimized ’ read 
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Page 77, hne< 12 — For ‘ short-time ’ lead ‘ short teim ’ 

Page 107 , para 137, line 6 jiom bottom — F or ‘ their operations ’ 
‘lead ‘ its opeiations ’ 

Page 107, paia 138, line 6 — Omtt ‘ out ’ aftei ‘ driving ’ 

Page 112, paia 151, line 2 — Read ‘ in ’ for ‘ to ’ after ‘ subject ’ 

Page 113, paia 152, lait hue, just above the statement — Foi ‘ is 
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Page 125, paia 163, line 17 — Eor ‘ Co-opeiatvie ’ read 
‘ Co-opeiative ’ 
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Page 150, para. 190 
‘ cash credits ’ 
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and ‘ depaitment ’ 
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Page 467 , para 717 , first line — F or ‘ made ’ read ‘ make ’ 

Page 490, para 766, line 22 — Omit comma between ‘ and ’ and 
‘ exchange ’ 

Page 503, item 52, line 11 — For ‘ provincial banks ’ read 
‘ Piovmcial Governments ’ 

Page 522 — Insert an asterisk after ‘ M Jamal Mahomed 

Page 625, line 5 — For ‘ Propel ’ substitute ‘ propei ’ 

~’age 626, line 18 — Read ‘ depend ’ for ‘ dtpend ’ 


(2), first line — Foi ‘ each ci edits ’ read 
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Page "6^6, line 19 — Read ‘ WilufeSSes giving evidence ’ joi 
‘ Evidence ’ 

Page 629, line 7 fiom bottom — For ‘depositors apprehensions’ 
read ‘ depositois’ appiehensions 

Page 64S, jjaia 2, fiist line — Foi ‘ assist on ’ read ‘ assist in 

Page 649, line 7 — Foi ‘ 50 pei cent more ’ lead ‘ 50 jier cent 
01 moie ’ 

Page 649, line 17 — For ‘ inteiests ’ read ‘ interest ’ 

Page 649, last line — For ‘ point ’ read ‘ points ’ 

Page 653, line 6 fiom bottom — For ‘ As such ’ lead ‘ Such ’ 

Page 654, line 4 fiom bottom — For ‘interests ’ lead ‘ interest 
Page 655, line, 2 — Foi ‘ operations ’ lead ‘ operators ’ 

Page 656, last para , line 7 — Omit ‘ in ’ after ‘ diaun ’ 

Page 659, clause (L) — For ‘ expenses ’ read ‘ expense ’ in the 
last line 

Page 664, clause (e) — For ‘ 2 ’ in the last column against 1910 
lead ‘ 20 ’ 

Page 666, paia 12, line 17 — For ‘ piopeity ’ lead ‘ piopeily ’ 
Page 66S, para 6, line 2 — Delete comma aftei ‘ deposits ’ 

Page 674, pata 5, fust line — Foi ‘ tli seasonal’ read ‘the 
seasonal ’ 

Page 675, paia 9, clause (b) — Foi ‘ rate demand loans ’ icad 
‘late £oi demand loans ’ 

Page 676, 2nd line — For ‘ oi commeicial ’ read ‘ commercial oi ’ 

Page 6S1, clause (7), fust line — Read ‘ on ’ foi ‘ or ’ after 
‘ auditor ’ 

Page 6S1, clause {16), last line — Read ‘ aftects ’ for ‘ allect ’ 

PagCi 687, item {46) — For ‘ shaieholdeis, 114 ’ read ‘ shaie- 
holdeis ’ 

Page 687 , item {49) — For ‘ chaiges ’ read ‘ changes ’ 

Page 687, item {51) — Read ‘ blank ’ foi ‘ hank ’. 

Page 690, last para , line 3 — For ‘ prove ’ read ‘ proves 
Page 690, last para , line 8 — For ‘ aviiage ’ lead ‘ average 

Page 693, claus'e {!) under 11 — Central Co-operative Banks — 
Omit the colon between ‘ that ’ and ‘ no ’ 

Pagci 696, line 29 -^For ‘ Socities ’ read ‘ Societies ’ 

Page 702, line 7 from bottom — For ‘ o ’ read ‘ to ’ after ‘ good ’ 
Page 703, line 2 — Inseit comma after ‘ whole ’ 

PagCi 705, line 21 — For ‘ or ’ read ‘ of ’ 

Page 705, line 22 — For ‘ manners ’ read ‘ manures ’ 

Page 705, line 39 — Read ‘ aimy of ’ for ‘ aimy or ’ 

Page 705, line 47 — Omit comma between ‘ all ’ and ‘ these ’ 
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Page 707, hue 7 from hottovi — For ‘ adoptable ’ read ‘ adaptable 
Page\ 707, Vine 3 from bottom, — Inseit ‘ good ’ after ‘ gieat 
Page 711, -paia 5, line 7 — Fot ‘ catastiopbe ’ read ‘ catastrophic 
Page 712, -para. 3, line 9 — Correct ‘ Glassgow ’ into ‘ Glasgow 
Page 716, line 8 — For ‘ demand ’ read ‘ demands ’ 

Page 716, line 18, under Rural Reconstruction Societies — Read 
‘ increase ’ for ‘ increased ’ 

Page 718, line 19. — Insert a semi-colon after ‘ before ’ 

Page 718, line 41 — Read ‘utopian ’ for ‘ utonian ’ 

Page 718, line 8 from bottom — For ‘ land ’ substitute ‘ borroweis 
Page 721, line 12 from bottom — For ‘ organised ’ lead ‘ organize 
Page 723, line 13 — Foi ‘ guaiantet ’ read ‘ guaiantee ’ 

Page 723, lines 18 ^ 17 from bottom — Read ‘ antiq^uated ’ for 
‘ anteqnated ’ 

Pa^e 724, Vine 8 — Read ‘ leal ’ for ‘ ital ’ 

Page 725, line\ 16 — Substitute comma foi full-stop after ‘ India ’ 

Page 725, line 20 — Subititute full-stop for semi-colon after 
‘ aimed at ’ 

Page 726, line 27 — Read ‘ aiises foi ‘ aiise ’ 

Page 728, line 7 fiom bottom — For ‘ pnet ’ read ‘ pi zee ’ 

Page 729, para 4, line 3 — Foi ‘ be banded ' read ‘ be banded ' 

Page 729, vara 9, live 6 — For ‘ years supply ’ read ‘ veai’s 
supply 

Page 730, line 11 fiom bottom — For ‘lightening’ lead 
‘ lightning ’ 

Page 731, line 14 — Foi ‘ samples ’ lead ‘ suiplus ’ 

Page 731, live 20 — For ‘ extent to ’ lead ‘ extent of ’ 

Page 731 — Foi ^ bepanes ’ lead ‘ beparis ’ wheiever the uord 
occuis 

NB — A number of obmous misprints baie been collected m the kst 
above Rush of work and desire for economy are responsible for these 
and any other undetected errors — V K A Ay^ngar 
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CHAPTER I. 


INTEODUCTO'Rl 

O 

The demand for a banking enquiry in India is veiy old and 
was voiced as eaily as 1890 at the first Indiistnal Conference in 
the following words — 

“No fact in the economic condition of this countiy ariests 
moie forcibly our attention than the contiast pre- 
sented by the hoaids of unused capital stored up in 
the vaults of the Piesidency and othei exchange 
banks and the high premium Government securities 
command on the one side, and on the othei the utter 
paralysis of industi}'- m rural India due to the poverty 
of the lesources of the classes engaged in the pro- 
duction of vealth It would appeal as if some im- 
penetiable baiiiei intercepted tlie oveiflow of wealth 
and haired the channels of communication between 
the leservons of capital and the paiched fields of 
industiy diied up for want of the wealth -beaiing and 
^ feitihzing moisture.” 

To come to lecent times, in 1914 the Eoyal Commission on 
Indian Finance and Curiencj^ uiged the appointment of a com- 
mittee to study ceifain questions connected with banking Later 
on m 1T18, the Industrial Commission made the following lerom- 
mendation — 

“We ask, therefoie, for the appointment at the earhest pos- 
sible date of an expert committee to consider -^hat 
additional banking facihties are necessary foi the 
initial and for the curient finance of industries , 
what foim of Government assistance or control will 
be required to ensure then extension on sound lines 
as widely as possible throughout the country, and 
whether they should be of provincial or of impeiial 
scope, 01 whether both these forms might not be 
combined in a group of institutions working together”. 

In 1919, the Hon’ble Mr (now Sir) B N Sarma moved a 
resolution in the Imperial Legislative Council urging the appoinl- 
ment of a banking committee More recently, in 1924, the Ex- 
ternal Capital Committee observed, “India possesses vast stores of 
doimant capital awaiting development and m older to make these 
available foi investment, facilities should be increased and extend- 
ed We would emphasize the impoitance of a co-ordinated suivey 
being undertaken at the eailiest oppoitunity of the whole field of 
banking in India ” 

2, While the Government of India weie cou'^ideimg, in consul- 
tation with the local Governments, both the method of surveying 
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tlic 'itid of onco\irapng tbo rlmrinpinpiit, of banking in India, 
the itpoif of the Eo\al Commi'^sion on Indian Cuncnc} and 
Pin. tine. IblG ^ nas retened Aft* r ex.nnimng the replies fioin 
the IfH*'! f io\ei nnientH and the Coininnsion'b Pefioit, the GoAcin- 
nient of Indii e.une to the <onclus'on th.it it v ould be picfcniblo 
to j.'i-tjione luilhei einpnn into the field of banking as jircMoush 
conkinpkiled nntii the Iks^ive Panic was estahhslied and some 
exj” nctne of ’ts woiking had been gained 

.3 ^^jlcn, theiefore, in Fehiuaix' 1927, Mi S N Ilaji ino\ed 
a i< solution in tlie Legislatne Assembh recommending the 
appointnum ni a romnnssion to mxcstigate the existing condition 
of hanking m India, the Go\cniment of India decided that tho 
time w.i^ not ojijioitnne for the appointment of sncli a committee 
The\ fuither considered that it was desnable to await the Report 
of the Ro}al Commission on A.gnrultme in India, as in their 
opinion an imjinrtant poition of the ground of the proposed lianking 
cnfjinrv \v,u toiercd In the fenus of xefcienee to that Commission 

J Tlie Rescue PliiiIv Bill w.is lejectcd In the Ijcgislative 
Assembh in 192.9 The report of the Rojal Commission on Agii- 
cnltmo xvas piesented in Apnl of tlie same xear These two 
factors, (oupled with the lesolutions* of tlie Associated Chambers 
of Commerce of India and Ceylon and tlfc Federation of Indian 
Cliambers of Commcico and Industiy, at their annn.al meetings 
in Beeomher 1927 and 1928 respectively urging upon the Gm-ein- 
ment immodiateh to appoint an Indian Banking Fnquiiy Com- 
mittee, led Go\ernincnt to change tlieir previous attitude m regard 
to the F.iujmu and to take steps for I'h mangination After 
accertaimiig fiilh the mcws of the tw’o commcicial bodies mentioned 
ahoMi and aftei furthei duenssions with the leprcsentatnes of 
the '.arious polbical patties in the Ccntial Legislature, winch 
disclosed a fair)>' gencial consensus of opmmn as to tho broad lines 

• Tli' ot t’ f* tvio bodie- nroquolcd b(1o\\ — 

(i) Th' Ut(-t(itrjJ C’f amh r’l of Corninrrrr of Imhi nnd Crulort 

“ Thn i( intion urcc^ on r!o\ornmf'nt llif' nd\i'?nbtbt% of Imldinp., 
nt fill ot\rU dob' nn oKfinnnnlion into innloin, in Tndin iiithn 
% icvi to «top~ bf'tnfi: tnton to refadiito baukt'antl 1 finbmg bu'iinf'ss 
in fill'! oonnlrs ” 

(til T/ (‘’’’atinii of /tidi in Oinmfi'r-a of Commtrrr nful Tnfhif>lrif 

*' 1 lio r.'fli'ral ton iin-o 1 np.in tho Gin crnniont of India to immodi 
(itob npptnnt nj In Imn JJan’ancr ntifpiiri Commit (fo I'lth 
«pi t 1 rofcro ICO to tool into tbf *i% tom of Inil nn mduenons 
Ijinbui!:* {•‘h }-«/•) vitli r \i'v to develop nnd fo’iti— tbo ‘■nmo 

Ti o foll.nviogre ob tion bnd tvlioli'in iia‘i'‘od in 1!>?7 nt the f.flb nev-mn of 
tt oin 1 on In In lr nl rn 1 ( rmtiu tt a! roniff'it', b\ nbnh name the redernt on 
of Indnii! a niid'< o’ Coroi'ii ut wa' tbon 1 nonii — 

' rnt-i C npfi ' > nri’i - n) on fit xittonli'n of tb* Covernrntnt of Iridm, 
too ft ‘nlvitHiTi move 1 m the Legidetnc A** embU b' Mr Sambbio 
X Hnti ri'gnrdina till ftppointment of an Indian Bnnl mg I nquui, 
Co*’'mi‘tei' ro'imi.ttng of n iiinjoritv oi Indmin'’ oud nn Indian 
Cl nteman r-itb a ,al refireneo to looh into the Cf"ani7x*tlon of 
Tnih-ei trdi>,cn,oni borkm ; , ith a v lev to loftcf and develop tbo 
eas"e an t strong’ V vir>,i'* upon thii Co.efnrnort the noid for tho 
Ir tw d'ete apnointment of auch Comrmtteo ”, 
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of the pioposfd Enqmiy and its ob]ects, the Government of India 
prepared a scheme foi enqnuy and foiwaided it for the considera- 
tion of tlio local Governments whose co-opeiation, they considered, 
was essential 

0 , The plan which was approved by the local Governments was 
to split the Enquiiy into thice stages In the fiist stage a number 
of Provincial Committees, with persons possessing intimate know- 
ledge of local conditions, were to be appointed to deal with the 
following subjects, vtz , agricultural credit including co-operative 
credit, credit facilities for small industiies, mortgage banks, 
financing of internal trade and stimulation of habits of investment 
and attraction of banking deposits After the Provincial Com- 
mittees had reported, an all-India Committee was to continue the 
work by raaking investigation into certain fields of banking excluded 
from the scope of the Provincial Committees’ Enquiry, such as regu- 
lation of banking, banlang education and credit facilities for India’s 
main industries such as cotton, jule and coal This was to be the 
second stage of the Enquiry When the Central Committee had 
completed the suiwey of the whole banking field, the third and 
the last stage would be reached when a small body of foreign ex- 
perts, selected by Government and having experience of rural 
credit and industrial banking, was to be appointed to assist the 
Central Committee in coming to then conclusions 

6 The Provincial Committees were accordingly constituted and 
all of them began regular work by the beginning of August 1929 
except the Punjab Committee which began a little later The first 
of the provincial reports was received in May 1930 and though the 
reports of certain Committees were published so late as November 
of the same year, w-e w'eie supplied wuth advance copies before 
that date We cannot adequately express our gratitude to the 
Provincial Committees for the compiehensive picture they have 
drawn for us of the conditions in the provinces and for the valuable 
recommendations and suggestions they have made We have in 
fact used the material contained in these reports so freely in our 
own report that we have not found it possible to acknowledge our 
indebtedness at each place At the same time w^e should like to 
draw attention to the fact that owung to the comparative shortness 
of time allow^ed and the rigid economy practised, wdiich stood in 
the way of these Committees undertaking a more thorough inves- 
tigation of the various questions concerning the economic condi- 
tions and tlie banicing problems of their provinces, and for various 
other reasons mentioned in their reports, it was difficult for them 
to work out satisfactory statistical data relating to the amount of 
rural indebtedness, the amount of agricultural finance required, 
and the volume of bus iness of the idrgenous bankers 

*Roforonces have, howovor, been given by footnotes on several pages of the 
Report to the paragraphs in the Provincial Committoos’ Reports, e g , Bengal, 
paras 346 — 60 on page 12 
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7 Our Committee was formally appointed in the Government 
of India’s Eesolution No F 2 (4)-^ /29, dated the 22nd July J929^ 
with the following personnel . — 


Ch airman 

1 The Hon’blo Sir Bhiippudra Natli Mitra, Who coinraencod his regular duties 
KCSI,KCIB,GBE on the termination of his appoint* 

ment as Member of the Executive 
Council of the Go\ernor General 


2 Sir Pnrshotamdas Thahuidas. 

C I E , M B E , :\I L A 

3 Mr D P Khaitnn 

4 Mr B E Madon 
6 Sir Hugh Cocho, Kt 

C The Hon’ bb Mr T H P 5 fo . 

7. Dr L K Hj der, M L A 

8 Mr Mami Subcdai 

9 Tlie Hon’ble Mr V Ramadas Pantuln 

10 Rai Jamini Jlolian Mitra Bahadur 

11 Mr W Lamond 

12 Lela Ilarhishcn Lai . . 

13 Mr R. W Buckby . 

14 The Hon’blo Raja Sir Annamalai 

Chettiar, Kt 

15 Ml Jadu Kath Roy 

16 Mr G K Devadhar, CIE 

17 Mr R K Shanmukhara Chatty, M L A 

18 Choudhri Mukhtar Singh, M L A 

19 Seth Haji Abdoola Haroon, M L A 

20 Mr Jamal Mahomed . 

21 Nawab Sir Sahibzada Abdul Qaiyura, 

K C I E , L A. 

Mr V K Aravamutlha Ayangar, CIE 
Mr R P Ma'^am 


Vice Chairman 

Kt , IVlio acted as Chairman pending 
tho taking up of his duties by 
Sir Bhupendra Nath Mitra 

'1 Nominated in consultation ivnfh the 
r Federation of Indian Chainbors of 
J Comracice and Industry 

Nominated in consultation -with tho 
Associated Chambers of Coramerco 
of India and Ceylon 

Indian Economist = 


* \ Ropresontatn c 3 of the Co operative- 
\ movement 

Nominated in consultation witti the- 
Imperinl Bank of India 

Joint Stock Banker 

Representative Exchange Banker. 
Nominated in consultation with 
tlie Exchange Banks’ Afesociation. 

Indigenous Bankers 


Representatives of the general 
}- interests of the public from the 
side of those \ ho require credit 
facilities 


I 

Secretary 
Join* Secretary 


8 The Committee suffeied a seveie loss by the sudden death 
of Ml B F Madon aud tile vacaiic} thus cieated w'as filled by 
Ml Nalmi Banjan Saikei, who was nominated by the Federation of 
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Indian Chambers of Commerce The Hon’ble Mr J H Fyfe 
had to resign fiom the Committee owing to his departuie from 
India, and' in Ins place Mr F V Eushtoifch was nominated by 
the Associated Cliambers of Commerce We also regiet that 
(mang to consideiations of health and private allaiis we were 
deprived of the valuable services of the Hon’ble Raja Sir Anna- 
malai Chettiai who lesigned his membership of the Committee m 
Decembei 1930 Rai Jammi Mohan Mitia Bahadui, one of the 
Co-opeiative expeits, attended oui fiist meeting in Bombay, but 
his sei vices ivere not made available foi oui subsequent delibera- 
tions At the time of signing the report, the strength of the 
Committee was thus nineteen. 

9 The teims of reference which were decided by the Gov- 
ernment of India in consultation with us at oui first meeting held 
in Bombay at the end of June 1929, are as follows — 

“To investigate past records and existing conditions of ba,nking 
in India including the oiganization of the Money Maiket and to 
consider the steps, if any, that are feasible and desirable under 
the following mam headings — 

(u) the Development of Banking with a view to the expan- 
sion of indigenous, co-opeiative and joint-stock bank- 
ing with special leference to the needs of agricul- 
tuie, commerce and industiy, 

(h) the Regulation of Banking with a view to piotectmg 
the interests of the public, and 

(c) Banking Education with a view^ to the provision of 
Indian peisonnel in adequate numbers and with the 
necessary qualifications to meet the inci easing needs 
of the country for a sound and well-managed national 
system of banking ’’ 

10 Our fiist task on appointment was to piepare a question- 
naire both in regard to the subjects reserved for our owm direct 
investigation and also foi the subjects allocated to the Biovmcial 
Committees The issue of a standard questionnaire for the use of 
Provincial Committees was considered necessary in order to facili- 
tate tabulation of the losults of the provincial enquiry These 
two forms of questionnaire w^ere settled at oui first meeting in 
Bombay and the provincial questionnaire w^as forwarded to the 
Provincial Committees through the Government of India ard the 
Provincial Governments concerned The Provincial Committees 
were requested to add questions which »they considered necessary 
for the purpose of eliciting information regarding special local or 
provincial features All the Committees have availed themselves 
of this suggestion 

11 As stated above, we held our first meeting in Bombay m 
June 1929 for settlmg, among other things, the questionnaire for 
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both the Central and the Provincial Committees Our next meet- 
mg was held in Delhi in February 1930 to consider our future 
programme and we decided that the headquarters of the Commiftee 
should be located at Bangalore up to the end of June 1930 and 
transferied to Poona foi the leat of the period Undei the 
guidance of the Chairman, Su B N Mitia, who assumed charge 
in Apnl 1930 at Bangaloie, the secietariat of the Committee spent 
the eaily months of the official yeai in piepaiing a summaiy of the 
Provincial Committees’s lepoits for the use of the memheis of the 
Cential Committee In view of the vastness of the mateiial we 
had to studv and examine, such a summaiy was essential The 
examination of ivitnesses began fiom the middle of August 1930 
and lasted till the middle of October We examined three more 
witnesses, including two officials, in Maich 3931 at New Delhi In 
all 55 witnesses weie examined The wutnesses weie sufficiently 
lepiesentative and included 8 Chambeis of Commeice, 5 trade 
associations, 8 economists, 6 baiikeis and 7 lepiesentatives of the 
co-opeiative movement 

Tow'^aids the end of Octobei 3930, in i espouse to an invitation 
fiom His Majesty’s Government, the Chaiiman had to leave India 
to attend the Bound Table Confeience in London He leturned 
to India on the 23id Januaii 1031 

12 In then comniuniqud dated the 6th of October 1930, the 
Goveniment of India aunounced the appointment of the follownng 
foieign expel ts 

(1) Ml G G Cassels— 

Managei of the Bank of Monti eal, London 

(2) Mr B Gw TIP — 

Paitnei in Gljn, Mills and Company 

(3) Dr A Friedench — 

Geneial Secietaiv of the Union Co-operative Society, 
Darmstadt 

(4) Dr 0 Jeidcls — 

A managing partner of the Berliner Handels-Gescellaschaft, 
Beilin, Member of the Boaid of Geiman National 
Bailway Company, and Director of various other 
companies in Geimam 

(5) Mr A P McDougall, G B E — 

Chaiiman and Managing Director of Midland Marts Limited 
and Chairman of Midland Wool Groupers Limited, 
formerly President, Co-operative Faims Tiading 
Society in Scotland 

(6) Dr L J A Trip — 

Former Treasurer General at Department of Finance, the 
Hague, and former President to Bank of Java 
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Thoj^ arrived in Bombay on tbe 12tli of December 1900 and 
after a few weeks’ tonr about tbe country, reached Delhi on the 
9th of January 1931 Meantime, to suit the convenience of cer- 
tain membeis of the Committee who weie also members of the 
Legislative Assemblj^ it had been decided to move the Committee’s 
secretariat from Poona to Delhi 

13 Owing to the unexpected delay m the leturn of Sii B N. 
Mitia from London, it was not possible foi us to meet the experts 
befoie the 26th of Januaiy 1931 Oui joint discussions with them 
lasted till the 16th of Pebmaiy 1931 after which date ve were 
occupied with the dravmg up of our provisional conclusions on the 
subjects aheady discussed with them Our discussions weie re- 
sumed on the 4th of Maich and continued foi a fortnight Dr 
Jeidels left for Geiman}^ on the 7th Febiuai}, and the lemaimng 
experts left India on the 14tb Maich except Mr McDougall and 
Dr Fiiederich who sailed a week later 

14 According to paragraph 5 of the Goveiiiment of India’s 
Besolution, dated the 22nd Juty 1929, the expeits weie entitled 
to submit to us a report of then own, if necessaij^ and in that case 
we weie required to submit their lepoit together with oui own 
lepoit to the Government of India The report submitted by the 
expeits is accoidingly printed as an appendix to our report and is 
submitted to Government 

15 In order to complete the banking picture foi the whole of 
India, the Government of India announced m their pre^s com- 
munique dated the 12th June 1929, that they wished to offer faci- 
lities to any of the Indian States that might desire to associate 
themselves with oui Enquiiy In accordance with this offer the 
following States appointed then own Committees — 


1 

Akalkote 

10 

Jodhpur 

2 

Aundh 

11 

Kolhapiu 

3 

Baioda 

12, 

Oicha 

4 

Bhopal 

13 

Patiala 

5 

Bikaner 

14 

Phaltan 

6 

Dhai 

15 

Poibandar 

7 

Dholpur 

16 

Pudukottah 

8 

Gwalior 

17 

Ratlam 

9 

Hyderabad 

18 

Savanur 



19 J’ravancore 



These Committees were supplied with the questionnaire pre- 
pared by us and were also furnished from time to time with all 
material that was placed at the disposal of the Provincial Com- 
mittees 
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The reports 

1 Alralkote 

2 AuBclh 

3 Baroda 

4 Bhopal 

5 Bikanei 

6 Dhar 

7 Gwahoi 


of the following Committees have been received — - 

8 Hydeiabad 

9 Kolhapur 
TO Oicha 

11 I'hallan 

12 Poibandai 

13 Katlam 

14 Savaniir 
15 Tiavancore 


We undeistand that the Jodhpiu, Puddukottah and Bholpur 
Daibais haAe not piepaicd any repoits of then enqmij’ 

We desiie to place on record oui gialeful appieciation of the 
care and thoioughness with which the States Committees have 
done then w oik 


16 We should like here to lefei to a point w'hich has engaged 
onr seiious .ittention in the course of our dehbeiations, namely, 
the constitutional pioblem of India and its bearing on the questions 
undei our consideration Although it w'as felt by some of us that 
a good banking system should function independently of any 
form of cnu<=titulioD, w'e all felt nevertheless the necessity at 
many points of our Euquii)’^ of knowing w'hat the futuie constitu- 
tion of India was going to be In oidei that oui discussions 
might proceed on the basis of a common angle of vision, we 
agreed that the fundamental basis for making oui recommenda- 
tions should be that the admmistiation of the provinces and the 
Central Government w^ould be wholly in the hands of Ministers 
fully responsible to the respective legislatuies It should be cleaily 
understood that all oui lecommendations are based on this funda- 
mental a‘'‘'Uraption 


17 We append to oui lepoit thiee separate minutes oi notes of 
dissent d'he first of these is by Mi Eamadas Pantulu and deals 
with indigenous bankeis , the second is by Mi Kahni Paiijan 
Saikci. and deal«! mainly with the financial reqimemenitb of indus- 
tries and the financing of foreign tiade , the thud is signed bv six 
of om colleagues, uz , Sii Pnishotamdas Thakuidas, Mi Khaitan, 
Ml Jamal Mahomed, Mi Eamadas Pantulu, Mi Shanmnkham 
Clietty and 'fr Muklitai Singh, and deals mostly ’'utli the financ- 
ing of foreign tiade We shall deal w’lth the subject mattei of 
these various minutes m the appropriate chapters of oui lepoit 

18 We also append a separate report by Mi Maru Subedar 
This report ib a tome by itself and covers giound which is common 
to both his report and ours It w'as received too late for us to 
gi^e del ailed ^nnsideiation to it and make our comments on it 
The deliberations of the Committee ceased on 11th April 1931 and 
by the 2nd June we had not received the signed copy of Mr Mann 
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Subedar’s report,'^ though portions of the leport became available 
(.0 us in*proof from 25th May, the last portion being placed m our 
hands on 28th May 

It IS not collect, as stated by Mr Manu Subsdir in paragiapH 
2 of his repoit, that he had no opportunities foi discussion ot the 
whole problem with the other members of the Committee The 
volumes of eMdence beai ample testimony to the contrary He 
also remained associated ivith us when we weie formulating our 
conclusions and participated actively m the discussions theieon 

As we have already stated, it lias not been possible foi us to 
comment on the report at length as we would ha^G desued In 
so far as he considers that the value of oui work has suffered from 
lack of any duect linlc between our Committee and the Provincial 
Committees oi doubts the reliability of facts incorporated in the 
reports of the lattei, we disagree with his criticism in this connec- 
tion The acting Chauman of our Committee maintained neces- 
sary contact with the Piovincial Committees The membeis of 
our Committee weie mvited to ]om the deliberations of the Pro- 
vincial Committees and some members took advantage of such 
invitation The acting Chairman, as well as several of our 
members also met the Chairmen and the Secietaiies of the Pro- 
vincial Committees in a confeience at Calcutta in Januaiy 1930 
and discussed various matters relating to the Enquiry By this 
means personal contact was maintained b'etween the Ceniial Com- 
mittee and the ProMncial Committees 

As regards Mr Manu Subedai's remarks about the banking 
experts fiom abrond, we consider these to be unfortunate These 
gentlemen came out to India at some saciifice to themselves in 
response to luvitations from the Government of India The paity 
leaders in the Assembly had agreed to this feature of the Enquiry 
and we think it is to be regretted that one of oni colleagues should 
have thought it right to ciiticize the assistance that these gentlemen 
took pains to give us in the short space of time at then disposal 
Mr IManu Subedar was aware of the piocedure laid down by the 
Government of India foi the piosecution of the Enquiiy befoie he 
]ome(l the Committee 

" 19 We desiie to add that our colleagues, Sir Pinshotamdas 
Thakuidas and Mr Lainond, m view of then position lespectively 
as a Governor of the Imperial Bank and an officer of that Bank and 
therefore duectly inteiested m the affairs of the Bank, have not 
taken any pait in the voting in legaid to onr lecommendations 
affecting that Bank 


* The signed report was baudedoverto the Chairman on the afternoon of 
the 2nd June after the Conunifctee Lad held its last meeting and dispersed. 
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20 We desne to express our sincere gratitude to our Secretary, 
Mr V K Aravamudha Ayangar, C.I E , whose intimate' know- 
ledge of currency, finance and banking, and the zealous and 
efi&cient manner in which he has earned out his duties, have made 
his services a souice of eonsideiablc strength to the Committee, 
Our grateful acknowledgments are also due to our .Toint Secretary, 
Ml E P Masani, for useful assistance, the value of which has 
been enhanced bv his piactical expeiience as a banker and in busi- 
ness geneiallv We desire fiiithei to lecoid oui high appreciation 
of the mannei in which Mi K C Seth, Supeiintendent, and the 
stafl. of the Committee ha\e dischaiged their duties 
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DEVELOPMENT OE BANIONG IN IN DIA 

21 Information in regal d to banks estabbslied in India on 
European lines up to the beginning of the second half of the 
nineteenth centuiy is given m Cooke’s book on “The Bise, Pro- 
gress and Present Condition of Banking in India’ , and lull in- 
formation in legaid to the Presidency Banks of Bengal, Bombay 
and Madias is coutamed in I B Biunyate’s Account of the Presi- 
dency Banks Eesearches made by Indian economists in recent 
years have thrown considerable light on the gradual develop- 
ment of banking in India fiom earliest times, and mucli valuable- 
information on the subject will be found m the books published 
within the last five years by Messrs B T Thakur, H Sinha,. 
L C Jam and Eamachandia Eau, though a poition of the field, 
namely, from the sixth to the sixteenth centimes, still lemaans to 
be eiploied Considerable amount of useful information is also 
contained in the lepoits of some of the Provincial Banking Enquiiy 
Committees as well as in those of some of the Committees appoint- 
ed by the Indian States It may be of interest to bung together 
in this report some of the moie impoitant facts 

Indigenous Banking, 

22 It is now geneially admitted that from the eaihest time®- 

India possessed a system of indigenous banking It will suffice 

in this connection to give the following extiact fiom “From the 

Eeniote Past to an Assured Futuie’’ by Mi W E Preston, Chief 
Manager of the Chartered Bank of India, Australia and China,^ 
and a membei of the Eoyal Commission on Indian Cuiiencv and 
Finance, 1926, which is quoted on page 26 of Mi Thakur’ s book 
on “Organization ol Indian Banking — 

“It^ may: be accepted that a system of banking eminently 
suiied_ to . I ndia’ s t hen jefluiremen . was jn ^ force in 
t hat country many centuries b efore the science of 
ba nking became an ao comphshed „fact ,,in, Tlngland 
It IS true that the methods of old in force in India 

were vastly different from the European ideas of 

banking to-day and paitook more of money-lending, 
money-changing and later of the hundi business ; 
nevertheless as applied to the conditions then exist- 
ing ih India, thny ^dimrald j acted the ir paik ^and 
must be, recognised as having rendkrgd, immense sei- 
' vi^Ttp the country as^ whole, particularly when wc 

ke^p in view the enormous agricultural interests of 
Inffia ” 

(11 ) 
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Indeed, money-lending can be Jiaced back to the Vedic period 
which IS taken by some authoiities to range fiom at least 2,000 
to 1,400 B C , but no e\idence of its then being followed as a 
profession by any section of the people, or details about the teims 
on 'uhich money was lent, aie available It is fiom the fifth 
centniy B C that Indian literatuie supplies us with defijiite 
evidence of the details of moncv-lendiug and of leraittance of money 
in cash oi by ciedit instruments The Buddhist ^^o^ks and 
recent aichccological discoveiies leveal the existence of associa- 
tions 01 guilds caii 3 ang on laiious commercial and industrial 
activities The sie‘it}us oi bankers occupied piomment positions 
in these guilds In each of the impoitant tiade-cenires of the 
Buddhist period, e cj , Champa, Eajagriha, Sla^astl, Kausambi 
and Avanti, there lived many sjesthis of great influence Their 
main function was to finance the traders foi the ordinary 
jiurpo'ies of then tiades, the meichant adventureis who went 
out ui ‘lea to foreign countiies or explorers who traversed 
foie'^ts in search of valuable materials, and the kings in times 
of wai and other financial stress The Buddhist texts abound 
in references to the practice of lending money on or with- 
out interest The more common practice was lending money on 
interest, the loans being seemed by mortgage, by pletige of 
movables or by suiety The Artha Shasira (Kautilya) piescnbes 
the maximum legal rate of interest on seemed loans as 15 per cent 
and that on unsecured loans as 60 per cent, without any discrimi- 
nation as to caste, though the rate might go up to 120 and 240 per 
cent per annum according to the risk involved in special circum- 
stances The Dliarma Shastras are in general agi’eement with the 
4rf7ia Shastra except that they introduce caste as an important 
factor m money-lending They lay dowm that a particular caste 
(the vatsya) alone can take to the profession of monej'-lending, and 
they also prescribe a variation from 15 pei cent to 60 per cent m 
the inteiest on unsecured loans accordin'! to the caste of the 
borrower (}) 

23 There is no contmuous account of indigenous banking 
extant from the sixth to the sixteenth centuries (2) But refer- 
ences are traceable to the use of hnndis as early as the twelfth' 
century A I) (3), we have also evidence in the writing of Muham- 
madan historians lilce Baini, author of “Taiikh-i Tiro/- 
Shahi”, and Shamsafif, of the existence of Multanis and shroffs 
who financed not only inteinal trade and commerce betw^een 
narious centres but albo acted as bankers of the early dynasties of 
the Moslem period During the Moghul peiiod, it aprears from 
the Ain-i-Akbaii and other internal records, as well as fiom 

(1) Bengal, paras 346-66 Bombay, para 252 Baroda, para 211 

(2) L C Jam’s “Indigenous Banking in Tndia ”, page 10 

(3) United Provinces, para 410 
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Taveroier’s Travels, that md igenops b ankers continued their 
business_of, money-lending and ^played an ''important pairt'm 
financing the_^ trade_ of ^the_j30ui^ry__by means of credit instru- 
ments Tavernier also mentions iowl the- .foreign trade of 
the country m the seventeenth century -was financed „ paitly by 
caslTand partly by bills drawn -on Surat and payable, , in two 
months, and^ he ,, gives the ^ rate of exchange, on. Surat at 
Lahore, Agia, Alimedabad, Sirou], Buihanpur, Dacca, Patna 
and 'Ben.aies P) Theie is no definite mfoimation available 
about the rates of interest charged m those days by the 
indigenous banlceis on loans The fact that accoiding to the 
Ain-i-Akbari the State granted loans to officials at lates of 
mteiest vaiymg fiom fij pei cent in the second year to 50 per cent 
in the fifth" yeai, and 100 per cent in the tenth year m order to 
operate as a check on the usuieis, howevei , shows that a still higher 
late of mteiest had to be paid by these people on loans obtained 
from othei souices There is also evidence to show that m the 
last quartei of the sixteenth centuiy the vamlxs in Bengal used to 
charge neq,dy peisons interest at the rate of moie than 500 per 
cent (2) The S 3 'stem of currency and coinage during the MogKuI 
peiiod, with its large number of inmts scattered all over the 
country which issued metallic cuiiency of various classes, also pro- 
vided the indigenous bankei vith the impoitant and profitable 
business of money-changing Furthei, it became the practice 
dining this period of emplovmg some of the important indigenous 
bankers m laiious parts of the empue as revenue collectors, bankers 
and money-changers to (roverninent These bankers naturally 
acquired considerable influence and power , and as has been pointed 
out in the report of the United Provinces Banlcmg Enquiry Com- 
mittee (paragraph 410), "'the Jagat Seths (world bankers) of the 
seventeenth and eighteenth centimes, for their powei and in- 
fluence, are compaiable with any private banking house m any 
other country, and indeed, they seem to ha-ve fulfilled many 
of the functions of a central bank — essentially a modern institu- 
tion ” 


24 When the English traders came to-India in the seventeenth 
centurj'-, the indigenous banking- system- was-already- established 
Blit while they ieqn]re_d_some_machmery-„to-.satisfy them credit 
ne eds^ tlie' y co uld "nor easily make jjse.pf.the-mdigeffous system 
They on their side were not conversant with the language of 
the indigenous bankers, while the bankers had no expeaience of the 
finance of western trade In order to overcome these two-fold 
difficulties, two remedies were adopted In the, first „ place, the 
%ghsh agency houses which were e_Btabhshed gn^ J3alcutta> and 


Q) Jam, page 14. 

( 2 ) Bengal, paras. 358 and S152. 
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Bombay took upon themselves the business of banking m addition 
to then commeicial and tiading activities In the second place, 
the impoitance of foimmg connections with the indigenous bankers, 
who Jield a high place m the financial and political activities of the 
countiy, v\as not ignoied W Indeed, in the eailiei yeais after 
then use to powei, the East India Company did not favour the 
establishment in India of Euiopean banks, mid they held the 
■opinion that the agency houses and the indigenous bankeis were 
bettei fitted to meet the banking reeds of the community 
These measiues, hovevei, failed to aiiest the decline m the busi- 
ness and influence of the indigenous bankei The incessant wars 
and the disoidei which followed on the downfall of the Moghul 
Empiie seveielv affected then business Not infiequently were 
thev cheated by then customers winch invohed them in ■venous 
lo‘-ses and sometime^ lesulted in their inubiht\ to redeem their 
promises Ilie umficatiou ot the coinage in 18 ji depiived the 
indigenous bankei of his profitable business of money-changing 
The detelopment of the means of communication by land and sea, 
and the consequent deflection of tiade and commerce -from foimer 
trade loutes and the alteration m the whole basis of the com- 
mercial lelations of the countrj'’ wuth other countries, all contri- 
buted to his downfall With the decline of the indigenous bankers 
and the gradual progress of English tiade and dominion m India, 
the need was felt by the East India Company for the establi‘>li- 
ment of banks-which w’ould'meet both administrative leqnrrements 
and the demands of tiade The lesulfc was the cieation_ of 
Govcinment tieasuiies and the “Tound'ation of early banlang 
institutions on w'e<'tein lines, and tlicse have operated to the 
furthei disadvantage of the indigenous banker (^) \s has been 
■observed in the leport of the l-’nnjab Banking Enqimy Com- 
mittee, i3) compared w'lth ]n<?titntions of the western type, the in- 
digenous banker is at a disadvantage in lespect of laige-scale 
operations With diminishing lesources the volume of his busi- 
ness IS dechumg when success demands that it should inciease 
Accoidinglv, ]ust as in England the old family bank has had to 
give„ w^ay to the laige ]oint-stock bank, the indigenous bankei. is 
being obliged to give way to the commercial bank I)espite the 
estabhshment -of pint-stock hanks, bowevei, a good deal of 
bankmg business stilly remains in the hands of the indigenous 
baiAprs_ m all parts, of the country The operations of the former 
are confined largely to the provision of banking facilities at the 
ports and more impoifcant urban centres, so that thioughout Uie 


,{1) Jam, pages 16 1 7 
{ 2 ) Jam, page 23 


(3) Punjab, para 188 
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connhy tlie indigenous bankers have Jibed Jihe_ gap„Jeft_jincovereil 
by 1i-'e=“ bank's md financed agiiculture and the^ internal trade, of 
t nc ( ( ' ' I n 1 1 \ ' j 'v'( ' a ! I ' in_^ juial „aaeas^ , their help^ as jndis- 

pelisable as before Witji jhe ^Iteied condihqns, however^ Jhe 
indigen ous b ankei„jn - some - Oases -acts as a middleman, between 
the'Tmperial J3ank, of JCndia and- the joint-stock banks on -the one 
hand'^'Jnd the Indian tradjng commumty, on the other He buys 
arfd s'ells htmdis and then rediscounts, them at the big oanks when- 
ever necessaiy and, thus peiforms -functions analogous to those of 
the hill, brokers of the London money market O 


25 No definite information is available as to whether the 
indigenous bankei adopted the practice of receiving regularly 
deposits from the public on payment of interest at any stage of 
his existence, and if so, when this transition took place At ,the 
time_when the .^indigenous —banker came into existence, the 
custom seems to have -been to hoard capital-wealth _or deposit, it 
with a friend, rather than with theJiankeis There is evidence that 
the associations of bankers in ancient times used to receive perma- 
nent deposits and to hold them as trust properties It is also 
true that Manu devotes a special section to the subject of “deposits 
and pledges” But there is no mention in his book of the payment 
of mterest on such deposits, and it is possible that the deposits 
which he refers to were deposits for safe custody only The 
Artha Shastra lays down defimte lules for the hoarding and 
utilization of wealth on inteiest, but is silent on the subject of 
deposit-banking In western countries deposit-banking did not 
come into vogue until at a later stage of the development of 
banking, and in England banks did not undertake this work until 
the year 1645 In India many of the indigenous bankers do not, 
even at the present day, accept deposits fiom the public , and it Ts 
reported fiom a State like Bikaner, which does not possess a single 
joint-stock bank, that, “geneially the indigenous bankers and 
money-lenders in villages and towns do not keep any deposits and 
those at the capital do keep deposits of some of the people” The 
reason why the indigenous banker in India has not generally taken 
to deposit banking is piobably furnished by B T Thakur, who 
states on page 5 of his “Oiganization of Indian Banking” that 
“Ind'an Bankers in the past haye generally -carried- on -ordinary 
trade^with 'theirlianking'busm^s, ^ith.the-result-that this dual 
activ ityy hay greatly reacted’Jpoq tlie „bankmg development- of- this 
countivr‘"Hf isjbhly'very ’lately that private Indian bankers have 
reMixed the strong necessity- of not adding oidmary commercial 
transactions to their credit business” 


(1) Bombay, para, 262. 
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Establishment of banks working on European lines 

26 Roferenee.has_been made m paragraph 24 above to the 
establishment of ^English agency houses m Calcutta and Bombay 
which took upon themselves the business of banking m addition to 
their commeicial and trading activities These houses, became 
the agents for the whole civil and military semces and also for 
Euiopean bankeis and meichants settled m the country They 
had oiiginally no capital of their o>;vn, and they depended almost 
n holly on the savings of the seivants of the East India Company. 
They received deposits, made advances for the mo\ement of crops, 
and issued papei money which Mas consideied extremely beneficial 
foi cair3ong on their operations The banking business of the 
East India Company was entrusted to some of these concerns m 
Calcutta and Bombay These agency houses thus became -the 
foieiunners of joint-stock banks established on Euiopean lines- 
In his book on “The Rise, Pi ogress and Present Condition of 
Banking in India,’’ Cooke has stated that probably the first bank- 
ing institution in India on European lines was the Bank of 
Hindusthan which was founded in 1770 bj' one of the -agency 
houses in Calcutta Later investigations have tin own doubt on 
the accuracy of this statement, and it is po'^sible that one or twm 
other banks of this t^pe came into existence before the Bank of 
Hindusthan, though it is doubtful wdiether they contmued m 
existence for any length of time These banks, and others which 
follow'ed them, w^ere local institutions chartered by the East India 
Company They are the forerunners of banks formed under tho 
provision of enactments of the Indian legislature which are now’ 
divided into tw’o categories, namely (1) theJfmperial Bank of 
India, iormed on the amalgamation of the three Piesidencj Banks, 
and (2) the Indian jomt-stock banks It will be conienient +o deal 
with these two classes separately 


The Presidency Banks and the Imperial Bank of India 

27 The Bank of Bengal, W’hich was the fiist of the Presidency 
Banks, w’as started in the year 1806 under the name of the Bank 
of Calcutta It obtained its first charter in 1809 wdien it assumed 
the name of the Bank of Bengal It was considered essential lU 
the interests of Government and of the mercantile community to 
hare such a bank Money then used to be raised bj’ tieasurj’ 
bills W’hich often had to be sold at a heavy discount "To facili- 
tate the borrowings of Government and for the maintenance Of 
credit, a State-aided bank was deemed indispensable Government, 
iheiefoie, subscribed one-fifth of its capital and shared in the 
IRivilege of voting and direction The charter prescribed certain 
restu'ctions on the constitution as well as the operations of the Bank 
tehe Bank’s late of interest was limited to a masimpm of 12 per 
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cent Avitb a view to bunging about a peimanent reduction in the 
late of inteiest In 1823 tbe Bank was given tlic power to issue 
notes In 1839 tbe Bank was given tbe powei to open branches 
and to deal in inland exchange It was at this time that the 
present restriction against dealing in foreign exchange was intio- 
duced into tbe Bank Act, but it was a lestiiotion which, we are 
told, Mas intioduced bj- tbe Bank autboiities themselves Tbeie 
M'as no legal bai at any time to joint stock banks legisteied m 
India engaging in tbe financing of foieign tiade and in operations 
connected ivitb foieign exchange except such restiictions as weie 
placed on tbe Piesidenc}^ Banks Tbe Bank of Bombay v'as 
established in 1840 and tbe Bank of Madias m 1843, with a 
sbaie capital of Bs 30 lakhs and Bs 30 lakhs lespectively, 
c£ vlncb G 01 eminent snbsciibed Bs 3 lakhs in each case, and 
both weie anen tbe light of note issue - Tbe majoi pcition 
of the shales in all the thiee Banks nas oiigmally subsciibed 
by rjiuopeans The Bank of Bombav became involved in the 
speculatuG ciisis of 1862-63 and it v^ent into liquidation in 1868 
But in the same yeai a nev bank mth the same name vas fonned 
with a capital of Bs 100 lakhs All these Banks veie deprned 
of the pow'ei of note issue in 1862 and weie given as compensation 
the fiee u=e of Government balances The Presidency Banks 
Act of 1876 legulated and le^tiicted the business of these Banks 
and these lestiictions and regulations continued up to the amal- 
gamation of the three Piesidency Banks in 1921 The Go\ em- 
inent disposed of their shaies in all the three Banks in the yeai 
1876, and the Act of 1876 did not, theiefore, provide foi Govern- 
ment directois on the Boaids of the Banks On the 27th 

0<PW 

January^ 1921 when the thiee Banks yvere amalgamated, ,they had'" 
among themselves 59 biaiiclies and a total paid-up capital ot 
Bs 37o lakhs and a total reserve of E‘^ 345 Jakhs The Imperial 
Bank of India winch was founded, as a result of the amalgamation 
IS governed by Act XL VII of 1920, yyhich aPo imposes ceitain 
restrictions on its opeiations 

Joint-stock Banks 

28 The histoiy of jomt-stock banking in India fiom the days 
of the I^t India Company dowm to the present day may be divided " 7 /^^, 
into 4»reVpeii^ls, naraelj — ' 

(i) from the early days of the East India Company to the 

year 1833, the last vear of the ciisis that oveitook 
some of the joint-stock banks started mainly by the 
English agency houses, 

(ii) fiom 1833 to 1860 when joint-stock banks wuth unlimited 

liability continued to be established mostly by 
European houses, 

(ill) fiom 1860, when the piinciple of limited liability was 
introduced, to the xiiesent day 

B 
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2U The banks staited m the fiist peiiod weie on the basis of 
urdnnxted liability They tiansacted oidinary banking business 
and financed internal tiade They also issued notes for circula- 
tion One of them made advances against the secuiity of indigo 
factoiies and the block of othei industiies / The same 33ank had 
JLioudon exchange business as a veiy important branch of its 
actmties though it lost heavily owing to the purchase of bills of 
cert I'll insolvent firms Some of these banks -were helped by the 
Hast India Company in times of crisis and one of them acted as 
banker to the Compan-v Most of the banks ended in failure 
owing to the combination of banking with other business and 
speculation 

The banks that weie staited dming the second peiiod weie 
still constituted on the principle of unlimited liability and there 
IS a mass of interesting facts and figures in regard to these insti- 
tiuions in Cooke’s “The Eise, Progress and Present, Condition of 
Banking in India’’ which gives the history of Indian banking up 
to 1863 Hall of the banks that came into being during this 
period failed on account of speculation and mismanagement 
rendered possible by ineftective audit Some of the banks, 
however, w'eie very successful and two had branches in India and 
in London and one had branches in China 

The 5 ear 1860 constitutes a landmaik in the history of Indian 
Banking Bv Act VII of 1860 the principle of limited liability 
which IS indispensable to the raising of large amounts of capital 
required by modern business concerns, w^as first applied to the 
jcint-stock banks The privilege of note issue w^as also with- 
drawn from ]oint-stock banks about the same time Soon after- 
wards, the American Cm! Wai cut off the supply of xVmerican 
staple and there was an unprecedented demand in England for 
cotton There w'as a boom in the cotton trade in India which led 
to a wave of speculation Banking companies, financial associa- 
tions and land reclamation companies and industrial concerns of 
all sorts w'eie launched in laige numbers Almost every one of 
them w^ent into liquidation Even the original Bank of Bombay, 
as we have seen, w^as involved m the disaster and had to face 
liquidation proceedings This crisis shook the confidence of the 
public in banking concerns Between 1865 and 1870 only one bank 
wa"; established, namely, the Allahabad Bank The progress m the 
establishment of joint-stock banks was scarcely satisfactory up to 
the end of the last ceiitur^^ when there were only 9 banks with 
capital and reserve of over Bs 5 lakhs, then total paid-up capital 
and reserves amounting to Es 1^ croieg and their total deposits 
to Es 8 ciores During the period 1871—1900 the Oudh Com- 
mercial Bank and the Punjab National Bank were established 
besides the now defunct Alliance Bank of Simla ’ 
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Witli the vave of the siiadeshi movement m 1906, however, 
theie Mas consideiable activity in banking Between the yeais 
1906 and 1913 the mimbei of banks with capital and leseiwe of 
01 er Bs 5 lakhs incieased fiom 9 to 18 Their paid-up capital 
and leseiies amounted to Ks 4 cioies and then total deposits to 
Es 22 cioies The numbei of sinallei banks that M'eie launched 
dining the peiiod vas consideiabiy laigei Some of the flourishing 
Indian banlos of to-dav veie established during this peiiod, namely, 
the Bank of India the Indian Bank (hladras), the Punjab and 
Sind Bank, the Cential Bank of India, the Bank of Baioda and 
the liank of Misoie 

The >eais 191J to 1924 neie a ciitic.il peiiod foi joint-stock 
hanking in India As main as 161 banks failed during the peiiod, 
and the jiaid-up capital of these banks amounted to about Es 6| 
croies The causes of then failure aie examined in a kitei 
chaplei 

In the }cai 3921 tlie hanks ivith capital and leseiMe of Es 5 

lakhs and oiei mnnbcicd 28 The number in 1928, being the 

latest icai for mIiicIi statistics aie available, is the same The 
number of banks vith capital and lesenc belMeen Es 1 lakh and 
less than Es i lakhs was 46 in the ^eal ]92>, and the same in 

j928 In all 60 banks faded dining the peiiod, but in the case 

of most of them the capital and leseive was less than Es 1 lakh 
An impoitant Indian joint-stock bank which was established dining 
this peiiod v’as the Peoples’ Bank of Noithcrn India, Limited 

I’oiiriGN B\nks 

30 \pait fiom banks established in India undei the Chaitei 
of the East India Company oi undei enactments of the Indian 
legislature, a immhei of foioign hanks have ojieialed m India 
fiom lime to time The most important of these are Biitish banks 
established under a Eojal Chatter or English legislation It was 
about the veai 3836 that s}stematic effoits vveie being made in 
England to complete the chain of Empiie Banks by the inclusion 
of India, cspeciallv as the popularity of ovejseas investment m 
general was inci easing with the leturn of prosperity aftei the 
Kapoleonic wars But until 3853, the East India Company wxas 
geneiallv successful in pieseivmg banks in India charteied by ifc 
fiom the competition of English banks, though as legaids the 
former the three Presidency Banks weie nol allowed to, o,nd the 
other banks did not usually, liansact exchange and remillanee 
busmess betw'cen India and the countries overseas Such 
hnsinoss w^as considered to be commercial business attended with' 
Tisk and was carried on bv what v'ere called 'Agency Houses’ 

*Wo arP mili'bfcd to Easier s ‘ Tho Imperial BanLs’ for a great deal of tho 
■matter ni paragraph 30 
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It IS also possible that the lelatioiis that existed between the 
‘Agency Houses’ and the East India/ Company which are leferred 
to latei on also operated as a handicap against any banks in India 
undei liking this class ot business The fiist proposal for the 
me oipoiation in Eondoii ot an Anglo-Indian bank, called the 
Banii ot India, u as made in 1836 aftei the piivate agency lionses 
had all come to gnet by speculation in the thiities of the centniy 
It was pioposed that the new bank should do all banking business 
toi the State, including toieign exchange business Both the 
Govctnment of India and the Bank of Bengal, which was the 
Goveinment bank at the time, weie against the new^ pioject 
The foimei weie apjii ehensive that the new Bank would make 
a piofit at then expense on then annual lemittancss foi home 
cxpendituie, and the lattei stated that they would be able io 
extend then sei vices to the Government and the countiy in 
all diiections contemplated by the pioposed Bank The chaitei 
was thciefoie lefused to the piomoteis of the new' Bank 
The next pioject was the Bank of Asia of 1840, but it also 
n.et with the same fate as the Bank ol India owing to the 
opposition of the Agency Houses which had lecoyeied from the 
disastious failuies of 1829-1832 The Agency Houses w’eie 
fiimly allied to the East India Company and their opposition on 
the giound of possible mjuiy to then piofits b^ the competition 
of th( new Bank in then lemittance operations w'as shared 
by the lUast India Company who thought that it was not 
necessary to have a bank for the purpose of exchange operations 
The fiist Anglo-Indian coinmeicial bank to receive a Eoyal 
Charter was the Oiiental Banking Corpoiation, winch was formed 
by amalgamation with the Bank of Western India in 1842 at 
Bombay In 1845, the Bank moved its head office fiom Bomba v 
to London The Bank obtained its charter from the Imperial 
Goveinment without any reference to the Indian authorities 
After the Oiiental Bank came the Chartered Bank of India, 
Australia and China, and the Chartered Bank of Asia (afterwards 
the Meicantile Bank of India, London and China), both incorporat- 
ed m 1853 The East India Companv took up its old attitude- 
and w'ent so far ds to doubt the Roval prerogative to giant 
rhaiteis to banks for operating m India on the ground that under 
Act 47 Geo III it had been empowered to incorporate such 
banks and that that Act formed a limitation on the Royal pre- 
rogative His Maiesty’s Attorney and Solicitor-General, howerei, 
diew^ a distinction between the business of general banking within 
the teintorios under the Government of the East India Company 
and the business of exchange, deposit and lemittance which could 
be earned on bv any bank under Roval Charter Although the 
East India Company did not concur in this view% it considered 
11 rindesnable to give a monopoly in exchange business to the 
Oriental Bank and it recommended the incorporation of the 
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Other banks vithout delay Of the three chartered banks, the 
Oriental Bank failed in 1884 , and the Mercantile Bank had to 
relinquish its chaitei In 1893 and leconstiuct itself under the 
English Companies Act as the Mercantile Bank of India The 
only English bank now operating in India under a Boyal Charter 
IS, theiefoie, the Chaiteied Bank of India, Australia and China. 
Eone of these chaiteied banks appears to have enjored the privilege 
of issuing notes in India 

31 Other foreign banks now oyierating iir India are (1) the 
J^leicantile Bank ol India , (2) the National Bank ot India , (3) the 
Hongkong and Shanghai Banking Coipoiation, (4) the Eastern 
Bank, (5) the National City Bank of New York (wuth which is 
amalgamated the Inteinational Banking Coipoiation) , (6) tlie 
Yokohama Specie Bank, (7) Lloyds Bank (which has taken over 
the business of Messrs Cox and Co , the latter having pieviously 
absorbed Messrs King, King and Co), (8) the Compton National 
d’Escompte de Bans, (9) the P & 0 Banking Coipoiation, (lOi 
the Impeiial Bank of Persia, (11) Nedeilandsche Handel 
Maatschappij (popular Iv knowm as Netherlands Tiading Society) , 
(12) the Nedeiland'^ch Indische Handels Bank (popularly known 
as the Netherlands India Comineicial Bank) , (13) Banco Nacional 
Hltiainaiino , (14) Bank of Taiwan, (13) Sumitomo Bank, (16) 
Thomas Cook and Son (Bankers) , rnd (17) the American Express 
Companv The National Bank of India w^as established in 1863 
under the name of the Calcutta Banking Corporation with its head 
office at Calcutta The name w^as changed to its present name in 
180 i and the head office was transferred to London in 1866 

STmsTics. 

32 A table gning certain statistics i elating to banks now 
operating in India and legisteied under the Indian Companies Act 
will be found m Appendix II 
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CHAPTER III. 

EXISTING CREDIT AGENCIES ' 

33 It will be useful at the outset to give a geneial de=:cription 
of the existing ciedit agencies inchuiing then functions, resouices 
and their opeiations These agencies can bioadlj be classified 
as follows — 

(1) Impeiial Bank of India 

(2) Joint-stock banks 

(3) Exchange banks 

(4) Co-opeiative bankb 

(5) Indigenous banking sAstem consi^'ting of inone} -lenders, 

shroffs and othei agencies doing banking business 

(6) Land mortgage banks 

(7) Loan offices in Bengal 

(8) NJcJlns and Chit Funds in Iiladias 

(9) Go%eiurnent 

(10) Instil ance companies 

Liperivl B\x.v of Ikdm 

34 The Impeiial Bank of India vas fonned in Januai / 1921 
by the amalgamation of the thiee Presidenc} Banks of Madras, 
Bomba-^ and Bengal It is governed by the Impeiial Bank of 
India Act, No XLVII of 1920 It is a commeicial bank with 
piivate shaieholdeis and competes to some extent with othei banks 
It mheiited fiom its thiee piedecessois ccitain functions as a 
bankeis’ bank, which, togethei with its inci eased i esixmsibihties 
as the Gm eminent bankeis, accounts foi some of the existing les- 
tiictions unposed on its actiMties by ils piesent chaiter and foi 
the contiol exeicised by the Goveimnent, otei the Bank The im- 
pel tant lestiictions are — 

(i) The Bank cannot make any loan oi advance — 

(a) foi a longei peiiod than six mouths, 

(h) upon the secuiity of stock oi shares of the bank, 

(c) on the original security of immovable piopeity 


( 22 ) 
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(ii) The Bank cannot discount bills foi, or lend oi advance 
in any way to, any individual oi paitnersbip film an 
amount exceeding at any one time Ks 20 laklis except 
on the secuiity of tiustee stocks, funds and securities, 
securities issued by certain State-aided Hallways, the 
debentuies and other securities issued by district 
boaids under the authority of the legislature, and 
goods or documents of title thereto 

(m) The Bank cannot discount or advance on the security 
of any negotiable instiument of any individual or 
partnership firm payable at the town or place where 
it is presented for discount, which does not cany on 
it the several responsibilities of at least two persons 
or firms unconnected with each other in general part- 
nersliip 

(iv) The Bank cannot giant unsecuied overdrafts m 

excess of Bs 1 lakh 

(v) The Bank cannot open accounts in the London office 

for persons othei than its own constituents 

The Bank is generally prohibited from transacting any business 
not specified in the Act, foieign exchange business being one of 
the excluded items 

35 The Government exeicise control over the Bank in the 
followung w^ays — 

(1) They have power to issue instructions to the Bank in 

respect of any matter, which, in then opinion, vitally 
affects then financial policy or the safety of Govern- 
ment balances 

(2) They can appoint four Governors to the Central Board 

of the Bank 

(3) They appoint the Managing Governors wffio are two in 

number and who are the Chief Executive Officers at 
the head of the Bank, after consideratron of the recom- 
mendations of the Cential Board of the Bank 

(4) They are entitled to require the Central Board to 

fuinish any infoiiuation touching the affairs of the 
Bank, and to produce any document of the Bank, 
and may require the publication of the statement 
of the Bank’s assets and liabilities at such inteiwals 
and in such form and manner as they think fit 

(5) They may appoint such auditors as they think fit to 

examine and report on the accounts of the Bank. 
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36 Government business tiansacled by tlie Impeiial Bank of 
India and its branches niaj bioadly be summaiised as under ■ — 

(a) It does the tieasuiy woik of Government free of cost 
It receives all collections from the general public for 
credit to Government and Government may draw on 
aii’^ of its head offices or blanches in India 

(h) It manages the public debt of the Government of India 
and provides the machinery for the flotation of 
loans The London office of the Bank also manages 
the rupee debt in London, receiving a fixed remii- 
nention ioi this woik 

37 The other banking functions jiciloimed bj the Tnipenal 
Bank of India are — 

(a) It IS the bankeis’ bank IMost ot the leading banks in 
India keep then cash balances other than till money 
with the Impel tal Bank of India In 1925 these 
balances fluctuated between such wude limits as 
Ks 13] Cl ores and Bs 2 cioies The following later 
figures wTie furnished the Bank — 

Total Banters' balances with the Impenal Bant of India 


(In lakhs ) 


Date 

E\cl)onge 

Banks 

Indian Joint 
Stock Banks 



Bs 

Rs 

31st March 1928 


3,20 

81 

30th September 1928 


.’,71 

1,12 

3lst Mari,h 1929 


i,2S 

81 

30th September 1929 


2,02 

90 

31st March 1930 

' 

1,SS 

81 

30th September 1930 


1,88 

1,05 


(1)) It manages the Clearing Houses There are eleven 
Cleaiing Houses m India in the piincipal cities 
These conduct their operations in the piecincts of the 
Imperial Bank of India wdiich supplies the necessary 
supervising staff 

(c) With a view to inci easing banking facilities and to foster- 
ing among the Indian people the habit of banking and 
investment, the Imperial Bank of India wms placed by 
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Government under a statutory obligation to open not 
less than 100 new branches within the first five years 
of its inauguration This obligation was duly ful- 
filled and 102 new blanches were opened by 31st 
March 1926 of which 30 were opened at places where 
there was aliead\ a branch of one or other of the 
Indian ]oint-stock banks Several of the branches, 
however, ha\e not vet reached a profit-earning stage 

At places where the Imperial Bank of India has no branches, 
it utilizes the services of joint-stock banks oi a leading local 
merchant or shroff loi the collection of bills and cheques A list 
of (he places where the Bank has recognised agents for collection 
business is given nr Ap^iendix III ot the Volume of Written 
Evidence 

38 Duiing the busj^ season nheir the Bank late is 6 pei cent 
01 above, the Paper Curiency Deirartment ma} giant loans to the 
Imperial Bank of India to an amount not exceeding Bs 12 crores 
by tiansfeiiing to that Department internal bills of exchange oi 
hundis of an equivalent amount The Bank also provides remit- 
tance facilities to the exchange and olhei banks and also lo the 
public The rates charged by tin* Bank are subject to maxima 
laid down bv Goveinnrent and differ according to circumstances 

(fl) When the puichasei is a inembei of the public, the 
rates are 1/4 per cent on sums up to Es 1,000, 1/8 
pel cent on sums between Ks 1,000 and Es 10,000, 
and 1/16 per cent on sums above Es 10,000 

(6) If another bank nishes to purchase lemittance through 
the Imperial Bank of India to a place where the pur- 
chaser has no hianch, it pajs the usual rates, men- 
tioned above 

(c) Where a bank purchases a transfer from one of its 
blanches to another, the rate for sums above 
Es 10,000 IS reduced to 1/32 per cent 

39 As a result of the recommendations of the Eoyal Com- 
mission on Indian Cuiiency and Finance, 1926, a Bill was 
introduced into the Indian Legislative Assembly in Janu- 
ary 1927 providing among other things for the establish- 
ment of a Eeser\e Bank for India For reasons which are now 
well-known, the Bill failed to become law The present position 
legaiding the control of ciiiieucv and credit is, theiefore, the same 
as that described by the Eoyal Commission on Indian Cuiiency 
and Finance, 1926 “The Government coirtrofs the cuiiency 
The ciedit situation is controlled as lai as it is controlled at all, 
bv the Imperial Bank With divided control, there is likelihood 
of divided counsels, and fdiluie to co-ordinate” 

The two tables below give in a convenient foim some available 
statistics relating to the Imperial Bank 
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I — Gajntal, Reserve, Deposits and Gash Balances of the Imperial 

Bank oj India 


(In lakhs of rupees ) 


31st December 

Capital. 

1 

Reserve 

and 

Rest 

Go\ ern 
ment or 
Pubh c 
Depo 
sits 

1 

Pnteto 1 
Depo- 1 
sits 

Proporl 
cent 0 
ornmen' 
Bits (col 
tr 

Total 

Capital 

1 and Do 

1 posits 
'(columns 
! 1 to 4) 

lion per 
f Gov- 
t Depo- 
umn 3) 

3 

Private 

Deposits 

(column 

4) 

Cash 

Ealan* 

cos. 



1 

O 

3 

4 

5 

G 

7 



Rs 

Rs 

Rs 

Rs 

[ 

1 

Per 

Per 

Rs. 







cent 

1 

cent 


1922 

• 

5,02 

4,33 

11,16 

57,00 

i 17 4 

i 

1 

24 8 

15,07 

1923 

• 

5,62 

4,00 

8,57 

74,19 

1 

' 9 2 

t 

11 5 

I 16,01 

i 

[ 

1924 

i 

1 

5,62 

4,80 

7,50 

"6,71 

( 

* 7 9 

j 

1 

9 9 

1 

i 

15,6a 

i 

1925 

1 

0,62 

4,93 

6,40 

1 

77,83 

. 6 8 

( 

7 0 

17,47 

1926 . 


5,62 

5,09 

6,45 

73,90 1 

i 

7 I 

8*7 

20,9q 

1927 , 


5,62 

5,24 

7,20 

72,07 

8 0 

10 0 

10,S& 

1928 . 

• 

5,62 

5,39 

7,95 

71,30 

8 9 

11 1 

10,67 
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IJ -Figures of public and othei deposits, loans, etc , o; the 
Imperial Bank of India m the last meeh, of March and Sep^ 
temher each yeai from 1921 

(In likhs of mpccs ) 



Public Deposits 

V 

s 

o 

P4 

u 

p 

*?• 

a 

o 

O 

Lnan from Paper 
Currency 

tr 

1 o 

£ 

1-^ 

(Q 

5“ 

? 

o 

p 

tc 

'S 

O 

1 .. 

o 

*te 

r* 

O 

Bills 

Cash 

*7 

^ X 

«*-« •-« 

O 

o *■* 
p 

75 

ja 

19 1 

Miuh 

5,31 

72,19 


13,17 

10,SS 

22 34 

9,03 

2.,0C 

28 32 

6 

September 

b,50 

S3,75 


15,77 

2’,80 

23,18 

6,03 

29,71 

31 70 

5 

1923 

Mareli 

10 08 

6/ 08 

2,00 

0,12 

18,11 

29,14 

0,02 

20,48 

25 47 

8 

September , 

13,30 

73,19 


10,04 

17,04 

20,72 

4,22 

30,73 

41 34 

4 

1023 

March 

20,53 

63,03 


9,49 

18,79 

31 30 

8,60 

14,44 

16 98 

8 

September , , 

16 (9 

75,19 


IVO 

15.15 

30,65 

4.71 

99,40 

4, IS 

4- 

10'4 

March 

2(1,02 

71,21 

12,00 

11,83 

27 21 

43,07 

15,30 1 

j 19,20 

10 49 

9 

September 

24,23 

73,68 


16 78 

16,13 

37,07 

1 

28,30 

28 Cl 

6- 

1025 

March . 

20,14 

09, 2 

! 

8, CO 

ir,02 i 

21,99 

84, f 9 

1 

, 18, 07 

10,34 

18 44 

7 

Sepicmbcr 

o,cr 

78,90 


10, i9 j 

13 97 

28,15 

5,59 

31,98 

35 05 

6 

1020 

March 

1P,'9 

1 73,77 


1S97 

17,87 

35,82 

0,08 

25,23 

20 85 

6 

September ' 

19,20 

81,18 


‘•0,->2 

11 84 

21,00 

4,05 

50,39 

43 03 

4 

192; 

March 

22,35 

07 30 

2,00 

20,-4 

18,49 

34,12 

7,03 

18,80 

20 84 

7 

September , 

12,S6 

71,01 


21,53 

10,02 

23,72 

5,98 

Co, 37 

6 64 

5 

1925 

March 

4,91 

7 ’,08 

7,C0 

21,73 

12,23 

31, 0 

16,91 

11,07 

13 00 

7 

September , 

0,91 

71,90 


23, 9 

10,8 4 

25 30 

4,30 

'3,47 

29 40 

6 

19 9 

March 

6,93 

71,70 

2,00 

21 89 

10,94 

32,43 

U,C4 

10,64 

13 40 

8 

Septeinber . 

20,04 

09,04 • 


32,77 

8,50 

22,93 

3,4S ‘ 

30,82 

35 84 

6 

rso 

Ma ch 

20,11 

70 01 


30,19 

10,05 

31 74 

7,52 

19,1'- 

21 00 

7 

September 

13, IS 

75,01 


23,85 

17,45 

28,00 

2,41 

25,01 

28 32 

5 

1931 

March , 

- 

11,92 j 

1 

} 

70,43 


£9,74 j 

13,11 

20,33 

5,32 1 

It, 33 

15 00 j 
1 

7 


Joint-Stock Banks 


40 At the end of 1928, which it the latest yeai for which sta- 
tistics are available, theie weie 28 joint-stock banks in India 
which had capital and reseive of Es 5 lakhs and ovei. Of these, 
nme, namely, the Central Bank of India, the Allahabad Bank, the 
Bank of India, the Punjab National Bank, the Bank of Baroda, 
the Peoples Bank of Northern India, the Bank of Mysoie, the 
Indian Bank and the Punjab and Sind Bank had deposits oP 
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Es 1 Cl 01 e and o\ei The deposits oi the fiist five exceeded Es o 
<;rores in each case 

41 All the Indian jomt-stock banks aie legisteied undei the 
Jndian Companies Act A complete statement of all banking 
institutions in the vaiions pioMiices legisteied under the Indian 
Companies Act is punted as Appendix II to this leport The 
Act imposes no lestiictioiis on the business whicli these banks 
niciy do The biggei banks peifoim the oidinar} business of 
banking and, among othei semccs, leceive deposits and make loans 
and advances including the discounting of bills Thev also take 
pait 111 the movement of pioduce fiom the village to the expoiting 
jpoifc ind in the distiibution of impoits fiom the ports of enti;v to 
the distributing centies The business of these banks so fai as the 
ague iltuiists aie concerned is usually confined to the larger land- 
holdeis, the planting communit\ and others who possess tangible 
and maiketable security The smallei banks aie generally loan 
ofiices which adrance inoiiev to the piofessional and agiicultnial 
classes One oi two Indian joint-stock banks undei take business 
in loieign exchange, but then tulno^el in this is so sniall tint iho} 
aie not oidinaiih classed as exchange banks 

The following statement gives ceitain statistics i elating to 
joint-stock banks with capital and leseives of Es 1 lakh and 
over foi a numbei of years No statistics aie avail.ible legaiding 
101 it-stock banks with capital and iesci\es of less than Es 1 lakh 

Capital and Reserves, Deposits and Cash Balances of Indian Joint- 

Stoch Banks 




Class A 

1 


Clvss B 



Banks ^ith Cipital and Rpsec\es 
of Rs 5 lakhs and over 

Banks wjtli Capital and Re'oives 
of Rs 1 lakh and ov r but 

Ic s than Rs 5 lakhs 

Tear 

03 

V 

1-^ 

5 

W 

tM 

O 

o 

Capital and 

Reseives 

Deposits 

Cash balances 

00 

A 

5 

n 

o 

o 

r* 

c5 

CO 

a 

i > 

o 

03 

d rH 

a 

1 CT 

o 

a. 

o 

fl 

cr 

o 

u 

5 

rO 

c2 

o 

lf)22 

27 

Rs 

(Lakhs) 

10,64 

Rs 

(Lakhs) 

61,64 

Rs 

(Lakhs) 

12,04 

4] 

Rs 

(Lakhs) 
1,11 1 

Rs 

(Lrkhs) 

3,38 

1 Rs 
(Lakhs) 
50 

192S 

26 

9,73 

44,48 

7 37 

43 

1,11 

3,26 

01 

1924 

29 

10,71 

52,50 


11 

1,08 

2,69 

13 

1925 

28 

10,60 

54,49 

46 

1,18 

3,12 

68 

1926 

28 

10 84 

59,6b 

9,12 

47 

1,20 

3,4T 

82 

1927 

29 

11,08 

60,84 


iS 

1,22 

3,40 

52 

1928 

28 

ILIO 

62,85 

8,19 

46 

1,20 

3,50 

52 
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Exchange B\nks. 

42 Theie are m all 18 exchange banks doing foreign exchange 
business in India All of tliem aie non-Indian, and two aie con- 
cerned mainly with tourist tiafSc The piincipal business of the 
other banks is the financing of India’s foreign trade Thej* receive 
deposits both on cuiient and savings bank account, leceive fixed 
deposits, purchase bills in foreign currencies, make loans against 
shipping and other documents, and finance imports of bullion^ 
They also play some part in the financing of the inland trade, 
mamly on account of goods or produce in transit prior to exjiort 
or immediately subsequent to import But haiang regard to the 
fact that all the information rh.it is available to the Com- 
mittee IS the consolidated statement lor all the foreign banks gneii, 
on page 336, it is not possible for us to state what portion of the 
funds of these banks is employed m the foreign trade of India 
and what portion in inland business The table on page 336 
shows that out of the total resources of Es 88 cioies Es 10 
Cl ores were invested in bills of exchange in transit to London 
and elsewhere overseas The ter*ms for the deposits of these banks 
are, as a rule, higher than those of the Imperial Bank of India 
but lov/er than those of the Indian jomt-stock banks AA^inle the- 
Imperial Bank of India does not allow interest on cuiient accounts, 
the e> change banks generally allow 2 per cent on dail/ balances 
exceeding a minimum limit up to Es 1 lakh The exchange banks 
do not publish any statements lelatmg to their Indian busmess 
separately The table below gives such figures as are available 


Capital and Reserves, Indian Deposits and Cash Balances of the 

Exchange Banhs m India 


Year 

Number 

of 

banks 

Cap tnl, 
Reserve 
and Rest 

Deposits 

m 

India 

Cash balances- 
in 

India 



(£1,'’00) 

(£1,000) 

(£1,000) 

1922 

18 

1 112,221 

1 

55,038 

12,132 

1923 

18 

140,103 

51,332 

10,859 

1924 

18 

130,464 

52,976 * 

12,275 

1925 ! 

18 

138,311 

52,909 

7,062 

1926 

18 

148,003 

53,658 

8,016 

1927 

18 

180,919 

51,647 

6,098 

1928 

18 

187 923 

53,354 

6,042 
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Go-operative Banks 

43 Co-opeiative banks aie estalilislied under the Co-opeiativp 
Societies Acts They consist of the piovincial bank at the apex, 
ihe cential banks which aie affiliated to the piovincial bank, and 
tlie primary societies which aie mostly affiliated to the central 
banks At the end of 1929 theie %veie 18 co-opeiative banks with 
■capital and reserves of Ks 5 lakhs and over, and 140 with 
capital and reserves of between Bs 1 lakh and Ks 5 lakhs Undei 
the Acts and the rules of the Co-opeiative Depaitment, the co- 
opeiative banks and societies are debaiied, except with the geneial 
or special sanction of the Eegistiai, fiom lending to anyone who is 
not a member of the institution Mobt ot the piimary societies aie 
Rgiicultuial and then mam function is to supply credit to the 
agiicultuiist and educate him in the principles and ptacUce of co- 
operation and thrift The piovincal banlv^ a'^sist the central banks 
bj advancing funds foi use as pait of their working capital and 
■also by the giant of oidinaiv and special cash ciedits to enable the 
cential banks to work on a low lei el of till monev Tlo pio- 
vmcial banks obtain their finance mainly from deposits fioin the 
public, but central banks and piimarv societies also contiibiite to 
ihe lesouioes of the piovincial banks in the shape of shaie capital 
and deposits of then suiplus funds The piovincial banks have 
also aiiangements foi cash credits and oaeidrafts with the Imperial 
Bank of India 

44 The principal function of the central banks is to supply 
the woikina capil.il needed by then affiliated primaiy societies 
They obtain then finance pailh from the apex piovincial bapk and 
partly fiorn deposits by the public The majoiity of shares m 
cential banks are held bv affiliated societies The more successful 
central banks have built up substantial leseiwes The piimaiy 
s-jcietaes maintain a register of assets and liabilities of each in- 
diAiduai menibei and a copy of this is kept by the central Lank 

45 Theie aie also non-agiicultuial societies both with limited 
and unlimited liability which cater to the needs of a great vaiiety 
nt pcisons including officers of Government, employees of indus- 
tiial companies, contiactois, small tradeis, fishermen, w'-eaveis, 
Titisans and depressed classes Prominent among these societies, 
from the point of view of banking, aie co-opeiativc urban banks 
These are genei ally institutions with limited liability, drawing their 
funds largely fiom deposits and financing the small trader and the 
small industiiahst 

The following table gives certain statistics leUtnig to the 
numbei, capital and reserves, and deposits and loans of co-liperative 
hanks for a number of years — 
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Capital and Reserves, and Deposits and Loans received, of 

Co-operative Banlts 


(In lakhs of rupees ) 




Class A 



Class B 



1 

Bauks with Capital and Ho- ' 

Banks with Capital and Bo- 


, «erves of Bs 5 lakhs 

serves 

of Bs 11 aka and 


[ 

and over 

1 

over, but less txian R>s 5 lakhs 

Year 









Capital 

1 

Deposits 


, i 

Capital 

Deposits 


Number 

and 

aiid loans 

Number 

i ana 

and loans 


1 

reserves 

received 

1 

reserves 

1 

received 

! 

1922-23 

5 

44 

3,41 

63 

1,31 

5,02 

1923-24 . 

8 

62 

4,14 

72 

1,73 

6,87 

1924-26 

8 

•69 

4,61 

93 

1,70 

8,04 

1925-26 

10 

91 

5,38 

104 

2,03 

9,30 

1926 27 

12 

1,12 

7,01 

119 

, 2,25 

11,98 

1927 28 

16 

1,50 

8,83 

125 

1 2,47 

13,16 

1928-29 

IS 

1,63 

i 1 

9,01 

140 

9 77 

1 ’ 

14 87 


46 The Goieiiiment help the co-opeiative oiganization in 
vaiious IV ays 

(1) They give occasional assistance by me'ans of money giants 
or loans to paiticular banks oi societies. 

(2) They give subsidies to co-opeiative fedeiations I'lnch are 
organizations foimed bj the societies themselves foi the purposes 
of auditmg piimary societies, supervising piimaiy so^iencs m back- 
ward aieas, and tiaimng probationeis 

(3) They provide a staff of officials to duect the audit of co- 
opeiative societies and to supervise and stimulate then activities 

The avowed policy of Gov'-einment towards the movement is to 
encourage non-official administiation, so far as tins is consistent 
with their ultimate responsibility to secure the advance ot the 
movement on sound lines, though there is still, paiticularly in 
some provinces, a laige measure of official contiol 

(4) They have guaranteed interest on long-term debentuies in 
certain cases 

(5) They have granted the following geneial concessions — 

(i) Exemption fiom various taxes, e g , mcome-tax, stamp 
duty and registration fees 
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(n) Transfei of funds at par (thiougli the agency of Gov- 
ernment) from one socieh oi bank lo another for 
co-opexati\e purpo^^es 

(m) Freedom of the shaie-^ oi mteie&t of Inembeis m co- 
opeiatne societies fiom habilitj to attacJnnent by the 
deaee of a cnil coint 

(i\) Piioi claim ovei othei cieditois in eufoicmg leroveiy of 
then dues in ceitam cases In Bombay the prior 
claim has been leplaced b'v a “fiist chaige 


Indigenous Banking System 

47 ShrofJ}, and mone\-lendci‘; loim in j .ijioitaiit ciedit agency 
111 the Indian banking system In many paits of India they are 
still the only souice of ciedit The tlifleience between shroffs 
and mone}-lendeis is that while the lattei woik genei.illy wnth 
then own capital, the foiinei uce also boriow'ed moncs' enhei m 
The foim of deposits fiom the public or b\ diawing and discounting- 
himdis At times the village monev-lendei boiiows fiom the uibau 
monej -lendei oi a city shroff The ^al)ons classes of money- 
lendeis and shroffs and then methods ot business are described 
in latei chapteis 

48 A ceitam nmnbei of indigenous shroffs and baukeis woik 
largely on modern lines and transact all kinds of business which 
the ordinal 3 joint-stock banks ti ansae t including the issue of pass- 
books and cheque books They do not, howe^er, publish balance- 
sheets and then management is entirely in the hands of a single 
pioprietoi 01 a film of pioprletois A refeience may bo made in. 
this connection to the Bank of Chettinad, Limited, recently regis- 
tered in the Madias Presidency nndei the Indian Companies Act 
for carrying on the business of banking and all other lines ^of 
business winch Nattnkkottai Chettivars haie been accustomed to 
do, wnth a siibsciibed capital of Bs 2 croies and a paid-up capital 
of Bs 1 Cl ore and with the head offi-'e in Chettinad 

Land Mortgage Banks 

I ' 

49 Land moitgage banks have been started under the segis of 
the co-opeiative movement in the Punjab, Madias, Bombay, Bengal 
and Assam, but they aie not sufficiently large in niimbei oi in «ize 
to meet fullv the lerpniements of the Indian agiicnltuiists foi long- 
term credit for the ledemjrtion of mortgages of land, for the clear- 
ance of debt and for land improvements The number of existing- 
institiitions and their membership and capital are given below 
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Land Mortgage Banl<s (on the 30th June 1930) * 



Number 
of Soeie 
ties 

Membership 

In thousands 

Share 

Capital 

and 

Reserve 

Depo- 

sits 

Loans 

Total 

Work- 

ing 

Capital 




Rs 

P.S 

Rs 

Rs 

Ajmer Merwara 

13 

757 

8 


60 

68 

Assam . 

5 

1,693 

88 


74 

4,62 

Bengal » 

4 


78 

2 

3,30 

4,10 

Bihar and Orissa . 

No land mortgage banks 




Bombay . 

3 

749 

1 51 

24 

75 

1,60 

Burma . • , 

2 

281 

I 4 

47 

• 

61 

'Central Provinces . 

No land mortgage banks 




Delhi 

No land mortgage banks 




Jlfadras .... 

28 

3,004 

2,28 

1 2,43 

7,97 

12,68 

North-West Frontier Pro 

No land mortgage banks 




Vince 







Punjab . 

12 

6,625 

1,75 

: 1449 

6,84 

22,78 

iDnited Provinces . 

1 

34 

1 


8 

9 

Total 

68 

14,142 

6,33 

1 20,35 

20,28 

46,96 


Loan Offices in Bengal. ( i) 


50 Of a different class from the land mortgage banks rofened 
to abovej which have ab their object the amelioration of the con- 
<Iitions of the agiicultnrist, aie the loan o&ces m Bengal stalled 
originally along the lines of land mortgage banking On the 31st 
of Maich 1929 theie weie 782 loan offices at woik, out of \^hich 
only 26 were in Calcutta and the lest in the mofnssil Then paid- 
up capital is generally small and onlv 13 have a paid-up capital of 
Es 1 lakh or moie They attract funds by deposits and the total 
“v^orking funds with loan offices on the 31st March 1929 aie estimat- 
ed at about Es 9 crores The majont}^ of loan offices cairy on land 
mortgage banking in a greater or less degree and also giant loans 
against ornaments Some loans are on personal security A! 

* The dates vary with reference to the Co operative year in each province , 
the latest figures a\ ailable are giver. 

( Bengal, paras 420 — 4 63 
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few cany on trading with banking, but tins practice is bemg^ 
giadually abandoned. Many loan offices in Calcutta advance 
money against Calcutta bouse properties, w’hile sortie, both la 
Calcutta as w^ell as in the mofussil, undeitake commercial banking 
operations Some loan offices giant loai'S against crops in godowms 
01 in transit A few' finance industiies by advances against block 

Some of these loan offices aie called “banks” in the annual 
lepoits of the Eegistiar of Joint Stock Companies while the rest 
aie styled as loan offices We aie told that this clas-^ifi cation is 
La' ed on the memoranda of association 

Nidlns AND Chit Funds in Mmiivs C) 

51 The mdhis weie originally started as mutual loan socie- 
ties, but in the couise of years they have developed into semi- 
banking institutions They leceive deposits either in the form of 
deposits proper, or of wuthdiaw'able shaie capital paid in monthly 
instalments, and they make loans for all pm poses ^Vlhof them 
aie registered undei the Indian Companies Act, five as banks and 
the rest as nidliis On the 31st Maich 1929, theie were 228 wdlus 
in the Presidency of wdiich 123 were in one district alone. The- 
total paid-up capital of these 228 institutions is about Es 2^ croies 
and their deposits and leseive funds amount to about Ps 1^ crores.. 
The loans aie geneially made to members, but surplus funds are* 
made available to non-members also 

52 The “chit fund” is a loose organization of a small number 
of people and is a veiv useful institution for facilitating savings 
The»e savings aie pooled togethei and made available to members 
in vaiious w'ays which depend upon the particular >ybtem followed 
Tlie chit funds are found chiefly in the south and sou+h-west of 
the Madias Presidency, and to a lessei extent in other parts They 
are also very numerous in the Tiavancoie State 

Governaient 

53 The operations of the Government as a credit agency fall' 
under several heads — 

(i) They grant tahavi loans to agiicultuiists for agricultural 

opeiations, land impiovement, and othei presciibed 
objects 

(ii) They grant loans undei the State Aid to Tudustiies Acts 

m the provinces of Bihai and Oiissa and Madras, and 
under the Industiial Loans Act in the Punjab, for 
the purpose of piomoting nascent and cottage 
mdustiies 

(ill) They piuchase debentures issued by kind mortgage 
banks 

(iv) They giant loans to co-opeiative societies for various 
purposes 


( Madras, paras, 43S — 196. 
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(.v) They giant loans to municipalities and distiu.t boards 
They advance small sums of money to their own 
officeis against the secniity of their piovident funds 
and for the purchase of means of conveyance Loans 
are also granted to land holders under exceptional 
ciicumstances 

The financial assistance lendeied by Government undei all the 
above heads is, honevei, of no great magnitude 

54 In addition to floating annual loans mainly foi their capital 
expenditure the Goiernment are continually m the market for 
short-term funds thiough the medium of treasury bills They 
also provide facilities for savings by the small investor through 
postal savings banks and postal cash certificates The following 
statements give some statistics relating to the bonowing opera- 
tions of Government dm mg the five years ending with 1929-30 

Nexo Loaxt Issues 


(In lakhs of rupees ) 


1 

1 

Cash 

Conversions 

Total 

Description 

1926-26 ; 

No cash 
subscrip 
tions in- 
vited. 

30,61 

30,01 

1 

6th issue of 6 per cent 
j income tax free loan 
1946 55 and 5 per 
cent taxable teu-j’ear 
bonds 1935 

1926-27 . 

10,77 

i 

1 

12,73 

1 29,50 

4 per cent taxable 

loan 1960 70 at issue 
price Rs 88 per cent 

1927-28 . 

8,21 

11,33 

19,64 

4 per cent taxable 

1934-37 loan at issue 
price Rs 94-8 per 
cent 

1928-29 ~ 

23,92 

11,12 

35,04 

1 

4f per cent taxable 
1955-60 loan at issue 
price Rs 94 per 

cent and 4J per 
cent taxable (1934) 
bonds at Rs 97-8 per 
cent. 

1929.30 . 

i 

i 

1 

13 60 

23,65 

37,25 

5 per cent taxable 

1939 44 loan at issue 
price Rs 96-8 per 
cent and 2nd issue 
of 6 per cent 

taxable 1935 bonds 
at issue price Rs 98 
pOi. cent;. 


During 1930 31 the loan issued ■was mthe form of 6 per cent taxable 1933- 
36 hone’s at par and amounted to Rs 29,71 lakhs, made up of cash subscriptions 
Rs 21,39 lakhs and conversions Rs 8,32 lakhs 

C2 
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Staienient of Treasury Bills issued and paid off 


(In lakhs of rupees ) 



Issued 

paid off 

Not issued 

1926 26 . . ; 



• 

1926-27 

• 

• 

• • 

1927 28 

30,37 

22,78 

7,69 

1928 29 ► . - 

22,3S 

26,97 

—3,59 

1929-30 

64,74 

32,70 

32,04 


The amount of treasury bills outstanding on 31st March, 1930, 
stood at Es 36,04 laldis * 

Issues and discJiaiges of il>e Postal Cash Ceriificates. 

(In laldiB of rupees ) 


— 

Issues 

Discharges 

Net 

Outstandings 
at the end 
of the year 

1925 26 . . . 

9,56 

1,70 

7,85 

20,97 

1926-27 

7,63 

1,82 

6,71 

26,08 

1927-28 

6,09 

2,07 

4,02 

30,70 

1928-29 

4,91 

3,31 

1,00 

32,30 

1929-30 

7,10 

4,40 

2,70 

35,00 


Post'll Savings Banks 

(In lakhs of rupees ) 



Ilocoipts 

Witli- 

drawals 

1 

Not 

Deposits 

Outstandings 
at tho end 
of tho year 

1925-26 


• 

• 

19,79 , 

18,20 

1,69 

27,23 

1926-27 

t 

« 


21,17 

18,89 

CO 

29,61 

1927-28 


- 


24,00 

20,84 

! 3,10 

32,67 

1928-29 

• 



26 22 

24,40 

1,82 

34,49 

1929-30 



• 

27,28 

24 64 

2,64 

37,13 


* On the 31st March 193 1, the amount of treasury bills outstandiuff stood at 
Eb 65,38 lakhs 
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Insurance Goi^ipanies 

55 The total immbei of companies tiansactmg life, fiiey 
manne and othei classes of insmance business in India, according 
to the Insmance Bine Book of 1929, is 245, of 'which 97 are 
Indian and 148 non-Indian (including 72 British) 

Insurance companies, both Indian and non-Indian, occupy a 
very important place in the Indian financial system, as they hold 
foi long periods a consider able poition of the savings of the people. 
The net premium income from business done in India under all 
classes of insmance, received by both Indian and non-Indian 
companies, stood at the close of the ;year 1928 at about Es 10 
crores, of which over Es 5 ciores nenb to non-Indian companies. 
The total assets in India of non-Indian companies on the same 
date were Es 30 crores, while those of Indian companies were 
about Es 23 crores 

Besides lending a certain amount to then policy-holders, 
these companies invest a substantial portion of their resources in 
Government securities and treasury bills , theieby relieving the 
stringency in the money market to a large extent Some of the 
Indian companies also (1) invest then funds in mortgage of landed 
properties, and m purchasing debcntrnes of co-opeiative banks, 
and shares and debentures of nidnstiial banks, oi otherwise 
financing the latter, and (2) make deposits with, oi grant loans 
to, mofussil banks and loan offices winch in then turn often utilize 
these resources in financing indigenous industries A few Life 
Offices also invest a poition of then funds m land development 
somevdiat on the lines of Building Societies in England 



CHAPTER IV. 

EUEAL EINANCE. 

INTEODUCTOEY. 

56 The pioblem of ruial finance and ceifcain allied questions 
have been thoioughly investigated by the Piovincial Banking En- 
quiiy Committees It is not necessary to lecapitulate all the facts 
and figuies that find a place in the provincial leports Only the 
salient points which will ha-ve a bearing on our final recommenda- 
tions aie here discussed The lecominendations of the Provincial 
Committees have been biought together in Appendix HI and an 
indication is gnen tlieieiii as to liow each lecommendation has 
been dealt with by us 

The EcoNomc position of the .\grtcultdeist. 

57 Before we proceed to discuss the problem of rural 
finance proper, we desire to gne a iei\ brief account of the 
economic position of the agiicultuiist, as it has an obvious bearing 
on the problem There are no reliable economic data giving any- 
thing like a precise estimate of the cost of production, the \alue 
of produce raised and the income of the agiicultuin^ts fioin subsi- 
diary occupations fiom nliich then family budgets can be cons- 
tructed so as to enable us to furnish acemate statistical information 
regarding then actual economic condition Nevertheless the lepoits 
of the Eojal ('omnnssion on Agiicnltuie and other Commissions 
and Gommittees” which have lepoitcd fiom time to time on the 
general condition of the people, and the reports of the PioMncial 
Banking Enquiry Committees and the evidence and other materials 
collected by the PioMucial Committees, contain a mass of useful 
information bearing on the general economic positron of the Indian 
agirmlturist It is mmecessary for us here to lepLcduce the whole 
of that information or to enter into a detailed examination of the 
various aspects of this important question Our mam purpose will 
be seiwed by sketching in bioad outlmes some of the salient features 
emerging from the information lefeiied to above The outstand- 
ing feature of Indian rural economy which is bound tc arrest the 
attention of <iny one who enters on an investigation of the ciuestion 
is the appalling poverty of the rural yiopulation The Simon Com- 
mission make the lollowing observations at page 3^4-, Yol I of 
their Eepoit on the general condition of the people — 

“The low" standard of living to wdnch the mass of India’s 
population attain is one of the first things that strike 

* Indian Famine Commissions, 18S0, ISOS and 1901, Indian Irrigation Com- 
mission, 1903, Indian Ta^atIon Enquiry Committee, 1026, Economic Enquiry 
Committee, Madras, 1031, and Dopresoion Enquiry Committee, Madras, 1931 

( 38 ) 
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a Western visitoi Wants aie few^ diet is simple, 
climate is usually kind, and a deep-rooted txadition 
tends to make the countiymen content with things 
, as they aie But the depth of the poveity, the per- 

vading presence of which cannot escape notice, is not 
so easily icalised There have been no official esti- 
mates of income pei head since 1901-2, when Lord 
Curzon stated in his budget speech that the aveiage 
income pei inhabitant of Biitish India had been 
estimated at Es 30, i e , £2 a. year Since the War, 
certain Indian and European professois of economics 
attached to Indian Universities have, by ditfeient 
statistical methods, attempted to measure the total 
income of the country m paiticulai years v ^ ^ 

Such estimates are necessarily based on inadequate 
data, foi the unsatisf actor v nature of the statistical 
material available has been the subject of comment 
by almost every committee oi commission that has 
enquiied into the economic affairs of India r ^ ^ 

Even if the most optimistic of the above estimates is 
adopted, the result is that the aveiage income of India 
pel head in 1922 was equivalent, at the prevailing 
late of exchange to less than while the coiies- 
poiiding figme foi Gieat Britain w'as ^95 The con- 
trast remains staitling^ even after allowmig for the 
differ ence between the range of needs to be satis- 
fied ” 

Tins estimate does not give a pictuie of rural India separately 9 he 
income of the agiicultuial population pei head when separately 
•asses'^ed will be much smallei Eiom the reports of the Pio'vinnal 
Committees and other published statistical infoiiUcition, the 
total gross value of the annual agiicuitnial produce vould w’oik 
to about Es 1,200 cioies on the basis of the 192S puce levels 
On this basis and trking into consideration the piobable income 
from certain ‘ubbidiary occupations estimated at 20 pei cent of 
the agiicultuial income, and ignoiing the use in population in tiie 
last decade and the fall in puces since 1928, the aveinge income 
of an agiicultuiist in Biitish India does not work out at a liighei 
figuie tlnn about Es 42 or a little over £3 a real Tims the 
general poveitv of the agricultural classes is a niirter which is 
beyond dispute 

’j 8 The jjiopoiiion of the population of India hung on agii- 
cultuie IS very large and it has been steadily on the increase. 
This piopoition was 61 per cent m the yeai 1891 It rose fo 66 
per cent in ]901 and to 73 per cent in 1921 I'lie census figuies 
for 1931 aie not aiailable to us, but it may fanly b- presumed that 
the proportion ha^ u^en still liighei m 1931 The average extent 
of land that the Indian agiicultuiist cultivate^ is cou’paiatuelv 
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very small and the individual fields which make up his “holding”' 
aie geneiallv stalieied The total net aiea sown with crop m 
1927-28 vas about 220 million acies, which gives roughly a hltle 
ovei an acze pei Jjead of the agiicultuial pojiulation or aboit 6 acies 
to an agiiciiltiual famd}. of fivepeisons Many authorities, among 
whom Ml Dailing may be mentioned, consider that this extent 
of an ateiage hoMing is inadequate to maintain an agritultuial 
family in oidinaiy comfoit in the conditions which exist in India 
at the present dav Various estimates have been at templed as to 
what an economic holding m India should be and the minimum 
extent of land which is lequired foi the subsistence of an aveiage 
agricultuial family But having legaid to the widely difleiing 
conditions of the soils and other factois in the several parts of the 
countiy, we do not considei that any useful pin pose will be served 
bv an examination of these estimates Piacticallv all Prov^incial 
Banking Enqmiy Committees agiee that the bulk of the agricul- 
tural holdings m India aie too small and agricultuial incomes aie 
veiy lov\ 

59 Moieovei, natuie exeicises a povveiful influence on the 
toitunes of the agiicultiuist, and the Indian cultiv^atoi is in a laige 
measuie exposed to the vicissitudes of seasons The land m aieas 
which aie not piotected by iriigation vvoiks cannot be cultivated, U" 
the monsoon is not favouiable Of the total cultivated aiea in the 
countiy about 16 pei cent only has iiiigation facilities fiom riveis^ 
tanks 01 wells, while the lemainmg 84 per cent depends meiely 
on rainfall These unfavouiable conditions might have been miti- 
gated to some extent by a well-conceived policy of iriigation by the 
State, particulaily m legard to mmoi vvoiks, to winch lefeienbe has 
been made in paiagiaph 279 of the lepoit of the Eoyal Commission 
on Agricultme m India Theie is watei in manv^ localities wnich 
aie now not pioductive owing to the want of iirigation facilities, 
and the pioblem of making w^atei available to cultivators is one on 
the solution of which bv' the State, the piosperity of the agiicul- 
tuiist as such undouliledly depends laigelv’' The fiequency of 
failuie of Clops owing to diought and flood and pests, and the low 
vitality and high moitality of the live ^tock lendei the economic 
position of the cnltivatoi vv'Oise still 

60 The p.odnce fiom land pei head of the population and pei 
acre is low compaied with that of many othei countiies Theie 
has been no substantial luciease in leceut yeais m the total aiea of 
the cultwated land, the av’-eiage annual net aiea sown wnth ciops 
in the five yeais ending wnth 1927-28 being 225 million acies 
against 217 million acies m the pieceding quinquennium The con- 
sequence IS that the aveiage cultiv^atoi still continues to Iwe on an 
insufficiency of food which leacts on his physical capacity for work 
and largely accounts foi the high percentage of moitality in the 
countiy Bi liaiold M Mann, for sometime Dnectoi of Agiicul- 
tuie m Bombay, drew veiv pointed attention to this aspect of Indian 
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lural econoni}' These conditions cannot be wholly asciibed to an 
undue mciease in population and consequent piessuie on land Let 
us compaie the growth of population in India with that in England 
Taking the thiee decades foi which census figuies aie available tor 
hotJj countiies, ne l.nd that in England and Wales the inciea=e of 
population between 1891 to 1901 was 12 17 per cent , between 1901 
to 1911, 10 91 per cent and between 1911 to 1921, 4 8 pei" cent, 
while the mciease of population m British India duiing the same 
decades was lespectivelv 2 4 per cent , 5 5 pei cent and 1 3 per 
cent Nor can the low pioductmty be lustly asciibed to the in- 
efficiency or Ignorance of the Indian cultivator The standaid of 
inherited skill in husbandiv of the Indian cultivatoi is high, but 
the f aimers of othei countiies aie undoubtedly m a position of 
greatei advantage inasmuch as they are aided by the discoveries of 
scientific leseaich made available to them by an enlightened State 
policv 111 legaid to agriculture 

In this connection we should like to invite attention to the com- 
paiatively low expendituie on agncultuie in India by the Cential 
and Piovmcial Goveinments The fcliowing table which is given p 
on page 176 m “The Punjab Peasant’’ Hiy Mi Darling will ^®***'r^ 
found inteiesting '' 


Courtrv 

I 

Per 1,000 
of 

populat on 

per 1,000 
acres 

cultivated. 



Rs 

United States (1919 20) 

1,020 

210 

United Kingdom (1921) 

960 

1,380 

Germany (1910) 

945 

705 

Italy (192W2G) 

255 

i 184 

British India (1921-25) 

34 

30 

i 


61 \nothci potent factoi winch contiibutes to the ex ti erne 
economic weakness of the Indian agiicultuiist is the inadequacy of 
subsidiaiy occujiations which supplement his slendei income fiom 
agiiculture As eailv as 1880, the Indian Famine Coimnis^ion 
pointed out that “A main cause of the disastious consequences of 
Tndian famines and one of the gieatest difficulties in the way of 
providing leliefs in an efiectnal shape is to be found in the tact 
that the gieat mass of the population dnectly depends on agiicul- 
tuie and that theie is no other industry fiom wffiich any consider- 
able part of the community derives its support The failure of the- 

* “ A m Indian Econonnes ” by Praniatbaiatli Banerjee, M A >- 

1928, page 37 
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■usual rains thus depiives the labouring classes as a whole not only 
>of the ordinary supplies ol food obtainable at puces within their 
leach, but also of the sole employment by wdiich they can earn the 
means of procuring it The complete remedy for this condition ot 
things will be found only in the development of industries other 
than agriculture, and independent of ductuations of seasons With 
•a population so dense as that of India, these considerations are ot 
the greatest w^eight and they aie rendeied still moie senous by the 
feet that the numbeis who have no other employment than agiicul- 
tuie aie m laige parts of the countiy greatly in excess of what is 
really lequiied tor the cultivation of the land So far as this is the 
‘case, the result must be that the part of the population which is m 
•excess of the leqniiements of agiicultiue eats up the piofit that 
uould otherwise spring from the industry of the community It is 
not surprising in a countiy thus situated that mateiial progress is 
slow” 


()2 A recent iin estigation into the economic condition of 1-he agii- 
cultuiist in certain districts of the pimince of Madias was made bj 
a Committee appointed b}^ the Madias Government with the con- 
■curience of the provincial legislatuie and then lepoit vas pub- 
lished this yeai That committee sumraaiizcd certain factois 
affecting the economic position of the cultivator in tlic aiea of then 
investigation Some of the conclusion? of that Committee will 
piobalilv he found to apply to other paits of India aKo, and theie- 
foie ve lepioduce the leleiant poilions below (Pages 93 and 99 
•of the lepoit) 

(1) While population has incieased, extension of cultivation 

has not kept pace vith it 

(2) There is no impioiement in the condition of nn-cmploy- 

meiit of agiicultiiial labour 

(3) Fragmentation of holdings has increased and the average 

area of holdings has gone down 

(4) The indebtedness of the agiicultuial xiopulation is heavy 

hampers cultivation and reduces incomes 

(5) Land is changing hands lapidljr owing to many causes 

and i 3 ots are unable to lepay then debts except b} the 
sale of then lands 

<G) The inaigms available for maintenance of the cultn’-a- 
toi’s family, after paying the assessments, are either 
inadequate oi ml 

<7) In most luial parts the value of the agiicultuial pioduce 
IS insufficient, aftei meeting the demands of the Gov- 
eriinieiit levenue, for the maintenance of the agncul- 
tuiists, so that, while a few rich people get iichei, 
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and a small numbei remain on the margin of subsis- 
tence, the majoiity aie running into debt and losing 
then hold on land which is frequently changing 
hands 

(8) The system of land levenue is based too much on aver- 
ages (average rainfalls, average supply of water, 
aveiage outturns, average puces, etc ) The inelasti- 
city of the system leads to low production and mdeh- 
tedne^s It is antiquated, and is not in Reepiiig 
with the tiend of xand levenue policy m civilised 
ccunriies Land revenue in India is much heavier m 
its incidence than othei taxes 

We should like to add the following othei faclois which alfect 
the economic posiiion of the ciiltivatoi in India — 

(a) the comparatively small spread of hteiacy . 

(b) the cMsience of social habits wdiich do not condiKe to 

pi ogress , 

(c) liiniied opportunities for fuller life and fw initiative and 

eiUeipiise, and 

Id) absence of definite effoits made Ixy the (Toveinment or 
the people on a larqe scale to raise the status of the 
a^x-ieultui ist and to effect an all-round improvement 
and uplift 

Among the recommendations of the committee referred to m 
the preceding ]>aiagraph is to be found the following — 

“To relieve unemployment, cottage industries and indus- 
tries connected with agriculture (conversion of raw 
materials into finished products) should be started 
under government auspices, oi private enterprises en- 
couraged with liberal State aid’’ 

The agiiciiltuiist has sufficient spare time on his hands to devote 
Inmself to subsidiary occupations to supplement his income from 
agiicultuie if such occupations can be pursued profitably But he 
has been exposed to the full blast of competition of forces from the 
Test of the w'orld and many of the industries on wdiich he relied m 
the past in a system ot self-sufficing economy nave suAeied largely 
fiom, or been wiped out by, the competition of machine-mide 
ar-ticles 

63 It IS necessary to add that the eilects of the world competi- 
tion are felt not only in the cottage industries but also in agriculture 
itself The recent fall in the world prices of cotton^ rice, wheat, 
jute and groundnut, only to mention a few of the principal commo- 
dities, has made the cultivator conscious of forces operating from 
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afar and affecting him powerfulh' Heie again theie is no effective 
action bv the Biate foi avoiding oi mitigatmg the adverse influences 
.which aflect the farmer 

64 In all parts of India the cnliirofoi is steeped m indebtedness. 
We hare dealt at lengtn on the extent and effects of rural debt on 
the economic condition of the cultiratoi elsevheie in the report, as 
the question is intnnatel} connected with oiu Enqiiii} His credit 
needs are satisfied, if at all, inadequately and at ruinous prices. 
The nature of the inter est m the land he cultirates raiies from 
ownership to meie tenancy at mil, and the efficiencv of agriculture 
over large parts of the countir i<: in consequence adrersely affected 
by his possessing a restricted and precarious right m the land he 
cLiltirates, thus gmng him no mcentire to improve the land 
Under the circumstances mentioned above agiicultuial laud in 
parts of India can scaicel} be said to foim raluable security for 
raising uipital and ciedit that the agiicultuiist ceirainly needs 

05 Fuither, the Indian agiiculturist is non being draun slovlj 
but steadily in the spheie of influence of marlcets, both national 
and inter national Bu^ here again he has neither organization 
nor the credit facilities to help him as m countiies like the United 
State's of Vmciica, Canada, Denmark, Geimanv and ether Euro- 
pean countries The disorganized condition ot the cultivators 
which in certain cases is accentuated by the existence of the power- 
ful organizations of the bineis, and the lack of proper credit facili- 
ties enablmg them to hold on to then crops in time of plenty, often 
pi event them in India fiom obtaining a fan puce tor then produce 

66 In addition to these numeious difficulties fiom which the 
agiicultuiist sufleis, he has anothei seiious handicap namely ilh- 
teiacy The peicentace of liteiacr in India is ^till veiy low% and 
technical education m agiicultuie can haidlv be expected to make 
any pi ogress without the back-giound of geneial education 

The pROBLEvr or KntrL finvxcl. 

67 Agiicultuie is an mdustn and, l>i*e othei industiies, leqmres 
both shoit-teim and long-term finance, but there are certain 
fundamental ditieiences between agricnltrual and industrial 
finance — 

(1) In agiicultuie, the units of piodiiction aie essentiallv a one- 
man concern — and the ciedit arailable for the concein is limited 
to the credit of one man or one familv The method of larsing 
capital bv the device of jomt-stock enteipiise nameh , by subscrip- 
tion, is not open to this mdustiv The limited extent to which 

*Ftde Repnrf- of the Committee on Agricultural Credit in Hngland 1923 and 
Report on Agricultural Credit m England 1927 ‘The Condition of Agriculture 
in the United iStatos and Veasures for its impiovi menu being a report by the 
Businessmen’s Commission on Agriculture, and ‘ Agricultural Economics’ by 
G 0‘Brien 
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a recourse to this method is recommended by some Provincial Com- 
mittees in connection with the land mortgage banks is referred to 
latei The peculiar feature which renders f aiming more helpless 
than other branches of industries is its persistent small scale orga- 
nization While other industries tend to become concentrated m 
units of ever-expanding size, agricultuie remains scattered, indi- 
vidualistic, small scale and chaotic These peculiarities reflect 
themselves m the supply of capital to the agriculturist Generally 
speaking, as a producer, the farmer thus remains dependent on 
his own lesources The savings of the general community are 
•relatively inaccessible to him Further, while the industnalist 
can capitalize the future, or raise money on “estimated” earning 
power, the agiiculturist cannot, there being no commercial measuie 
ol these things in agriculture acceptable to the ordinary investor 
While, therefoie, the manufactuier raises his capital by subscrip- 
tion, the farmer must laise much of his capital by ciedit 

(2) As pointed out by the Committee on Agricultural Credit in 
England (1923), “in the veiy nature of things the agriculturist is 
often isolated and remote from the normal opportunities for ob- 
taining credit Compared with those of the manufacturer and 
the trader, his operations are complex, long m their cycle and 
subject to exceptional risks from weather and disease beyond the 
ordinary ups and downs of prices and wages which he suffer s in 
common with industrialists For the greater part of the year, and 
especially when he is most in need of credit, his capital is sunk m 
forms of wealth, difficult for any one but an expert to value and 
not readily chargeable as security for an advance, while his personal 
training and method of life aie not such as to fit him to surmount 
these natural disadvantages and to establish that position in the 
credit market to which his financial stability and high standard 
of probity generally entitle him ” 

(3) Another feature of agricultuial pioduction in general, and 
also of particular agiicultural crops, is inelasticity of supply and 
the comparative difficulty of adjusting the supply to fluctuations m 
demand Devices which aie open to the industrialist aie not avail- 
able, in the same degree, to the agriculturist in controlling produc- 
tion On the declme of demand, an industrialist can slow down or 
cease production altogether but not the faimer Output cannot be 
stopped on a farm as it can be in a factory , if the land is not 
cultivated by man, it will produce its own crops of weeds More- 
over the abandonment of the farm implies the abandonment of the 
home and will be undertaken far less leadily than the abandon- 
ment of a woikshop The need for finance thus lemains constant, 
though production may be unprofitable This feature of inelasticity 
in production leads to a lowering in the standard of living and 
ultimately, to the morass of indebtedness Indebtedness is not 
'per se an evil, but the tiouble arises when the debt is incurred by 
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a farmei who does not know the two cardinal points of faimmg, 
nu , what faiming costs, and Avhar it bungs him This position 
becomes woise, siieciall}' m a coiintr} like India, Asith an illiterate 
peasantiy 

(4) The phenomenon of ovei-prod action which may occur both 
in industry and agiiciiltuie cieates some special difficulties foi the 
lattei As a lule, industiies aie more centralised and can avail 
themselves of adequate credit facilities fiom existing machmeiy 
enabling them to withhold liom the maiket a part of their ‘5upply 
and exeicise a ceitain degiee of control over the price by agiee- 
ment on some scheme oi lestiiction of pioduction The agncul- 
tniists, on the othei hand, aie totally disoigamzed, being scatteied 
OAei a wide aiea, and liaAung geneially speaking, no such ciedit 
institution as can undertake the enoimoiis task of piovidmg them 
uith the necessary credit for regulating the supply of their pro- 
duce Then necessity foi such help is thus much gieatei than that 
of industries and the circumstances call for some special anange- 
ment through State assistance to extend cheap facilities for credit 
to the cultivators in order that they may hold on to their crop for 
better puces This is particularly needed in a country’' like India 
wheie the absence of necessaiy ciedit facilities and the illiteracy 
of the cultivators have made it impossible for them to safeguard 
their own economic interests, while then poverty, ignotance and 
debt obligations compel them to sell their crops foi whatever puce 
these may fetch immediately the harvesting is over 

( 5 ) The principal security for long-term credit, which the 
faiinei can usually offer, is the land itself In all countiies agn- 
cultuial land and other forms of leal property are a most unsuit- 
able form of secuiity in commercial banking, foi land is not a 
leadily realizable asset and its price is liable to peculiar influences, 
and necessitates a special rnachinei'y for ascertainment Moreover, 
investments in them are so much frozen credit, so far as com- 
mercial banking is concerned Again, there ma} be difficulties 
in connection with titles and restrictions, customary or statutory, 
on the light of transfer In India, the existing restrictions on 
the right of transfer operate to reduce the agriculturist’s credit and 
to increase the interest charges by increasing the risks of lending 
money to him In fact, the word agiicultiirist as used in India 
comprehends a variety of persons from the cultivating proprietor 
(the landlord who has an absolute fiee-hold interest in the hold- 
ing, subject only to meeting the demands of the State on the 
land) to a landless agricultural labourer Indeed agricultural 
inteiests m the land may, and not infrequently do, comprise 
numerous intermediate interests in between the State and the 
actual cultivator as a result of the systems of tenures, under- 
tenuies and sub-tenancies, which are recognised bv custom or law 
or both It lb perfectly obvious that all these agriculturists cannot 
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get tlje same kind of financial accommodation and that in the case- 
of ^oine, it mav not be possible to ger. any accommodatu n at all. 

(6) The accomplishment of the task of successiiilly constructing 
and maintaining the machineiy of ruial finance, that is to say, 
establishing a satistactory link between agiicultural industiy and. 
the mone} market, between the faimer seeking ciedit and the 
capitalist seeking investment, has been found to be by no meane 
eas} in any part of the n orld It is much less easy m India where 
fanning is essentially in the hands of small farmeis and is so differ- 
ent fiom other forms of pioductive industiies that the ordinary 
ciedit machinery 'uliich serves the needs of industrialists and the 
tradeis is puma facie unsuitable to agiiculture Effectively to- 
finance the cultivatois ol a single district or e^en of a taluka, the 
resouices of a commercial bank have to be distiibuted amongst 
thousands of small boiToweis Compai atively more liquid and moie 
easily realisable assets of the cultivator to back up a banking ciedit 
are his crops or live stock oi dairy produce E\en these are pre- 
carious forms of security owing to the physical iisks to which produc-- 
fion IS subject, such as floods, failure of monsoon, pestilence among- 
live-stock and so foith The most honest and thiifty farmer cannot 
under such contingencies always pay back punctually Ins debt , 
and if agricultuial credit should have beneficial effects, the creditor 
should postpone his demand until the effects of a devastating visita- 
tion aie oiei oi a moie favourable season conies round Again, 
if the ciedit, advanced to a farmei, of a substantial sum cannot 
wholly be recoveied fiom a veai’s haiwest without stannng his 
other economic needs, his limited repaying capacitv necessitates 
the recoveiv of the same in small driblets ovei a number of years, 
out of the margin of the profits of his farming The rapid circula- 
tion of money being essential to the success of a commercial bank 
and the bulk of its iiorkmg capital being deiived fiom short-term 
deposits 01 call money, a commeicial bank cannot, generally 
speaking, obiiouslv afford to postpone its recoveries or tie up its 
lesoiirces to accommodate the farmers’ needs The commercial 
banks theiefore do not, to any appxeciable extent, directly connect 
the agiiculturists rvith the money market, although they can render 
valuable financial assistance to the agnciiltunsts in indirect wxays, 
as will be shown later 

08 These impmtant differences between agriculture and other 
industries give rise to special problems of nual finance requiring 
bpecial treatment all the world over As stated in the Bepoit on 
Agncultuial Credit in England (1927), "Ciedrt and the machinery 
of bon owing and lending now form an integral part of the indus- 
trial system of all civilised countries, but in almost every agiicul- 
tural country, credit for agriculture has come to be treated as a 
special question requiring, in many cases, special organization and, 
geneially, special legislation” Even m America, where fanns are 
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laige and agziculture much more organized, the need for rpecul 
treatment of agiicultuie in the matter of capital and credit has 
been fully ici ogmzed as boine out by the following short extract 
from the Keport of the Businessmen’s Commission on Agricultuie 
“Assuming that the essential facts have been ascei tamed and are 
understood, it is commonly accepted that the fannei’s pioblem 
may be approached and solved like any other business, industrial 
oi economic question This, it is submitted, involves a fallacy and 
if acted upon must invite confusion worse confounded Elements 
of business are, however, piesent. it is true, and business methods 
must be observed , but the pmsuit of agncultuie presents other 
featmes so peculiar, indeed so unique, that the failure to take 
account of them must lead to gravest miscalculafion” 

69 In some western countries, especially England, a \ery large 
volume of rural credit is provided by the commercial banks This 
IS due mainly to the penetration mto the country-side of the branch 
banlang system The Committee on Agricultural Credit in 
England (1923) ascertained from each of the five leading banks in 
England and Wales the precise extent of their loans to agricul- 
turists and found that a sum of JC46?. millions was the amount of 
loans outstanding against farmers, of which ^626 milhons represented 
loans for the purchase of agricultural land and £20 millions normal 
loans for current trading The uneconomic nature of the majority 
of the holdings, the slenderness of the security that the agriculturist 
can offer and certain other causes perhaps account for the joint-stock 
banks in India not hawng provided any substantial amount of rural 
credit It IS chiefly on this account that the sowcar or the money- 
lender has been, and is still, the mam source from wdiich the culti- 
vator derives his financial accommodation, however, uneconomic 
the conditions on which it is obtained maj be In order, theieforc, 
to leave the fanner some part of the profits of his faiming effort, 
it is necessary to devise a satisfactory system of rural finance 

70 There is also another broad aspect of the pioblem of rural 
finance It arises out of the interest of the nation as a whole to 
maintain agriculture in an efficient condition and the obligation 
of the State in that matter The Businessmen’s Commission on 
Agriculture m America emphasises this aspect of Bural Einance 
in their report where they say “Agriculture is not merely a wav 
of malang money by raising crops, it is not merely an industry or 
•a business , it is essentially a public function or service peifoinied 
by private individuals for the caie and use of the land in the 
national interest, and farmers in the course of their pursuit of 
a living and a private profit are the custodians of the basis of the 
national life Agriculture is therefore affected with a clear and 
unquestionable public interest, and its status is a matter of national 
concern callmg for deliberate and far sighted national policies, not 
only to conserve the natural and human resources involved in it 
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but to piovide for the national security, promote a '^ell-rounded 
prospeiity, and secure social and political stability ” 

The function of ceedit and the paet it plays in agricultueb. 

71 D’he Pioyal Commission on Agiicultuie and many of tlie 
Provincial Banking Enquiry Committees have pointed out that it 
would be a mistake to suppose that m an easily obtainable ciedit 
alone lies the panacea for all the ills fiom which the Indian agii- 
cultuiist suffeis to-day This is also the conclusion at which the 
Committees on Agiicultural Ciedit and the Agiiculturai Tiibunal 
of Investigation in England have anived The foimei at page 5 
of then Bepoit (1923) obseive as follows — 

“Ciedit alone cannot convert an unpiofitable industiy into a 
piofitable one Ciedit may enable an individual to make a certain 
operation jiay vhich might not otheiwise pay oi might not other- 
wise be undertaken at all and the puce which the pioducei has 
to pay may ]ust turn the scale tow^aids profit or loss in his owm 
case Viewed in this way credit may be an impoitant factor in 
the cost of production in individual cases but it is raainty m other 
directions that a solution must be sought of the difficult problem of 
how agiicultuie generally can be made to pay and these he beyond 
our piovmoe “ 

72 The Agricultural Tribunal of Investigation whose terms of 
reference were wider have veiy lucidly analysed the factois that 
go to make agriculture a paying industry and they have said that 
the study of foreign systems of agricultuie show that a laige 
number of forces contribute to the well-being of the agiicultural 
industry m any country The Tiibunal singled out some of those 
factors which in then opinion w^ere sufficiently important to deserve 
special mention With some modifications these factors are equally 
applicable to Indian conditions and we may biiefly enumerate them 
as follows — 

(i) Removing the existing tmpedtmenU to efficient production — 
We have already leferred to the necessity of improving irrigation 
facilities, paiticulaily in regard to minor works, in oidei to increa^^e 
both the area under crop and the yield Other impediments are 
fragmentation and sub-division of holdings and the pi evading stem 
of land tenure, which stands m the way of the growth in India of 
a class of peasant piopiietors The example of Denmark shows 
what the creation of peasant proprietors in land can do Many 
competent observers regard the system of ownership m agricul- 
tural land as one of the influential causes in Denmark’s pros- 
perity -• There the farm tenancy decreased fiom 42 6 per cent 
’in 1800 to 10 per cent m 1905 and 92 per cent of the farmers ir 
Denmark now own then faims "Wo have ahead} referred in 
paragraph 64 to the detrimental effect which the presem system 
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of land teuuie m many paits of India has on the capability of the 
agiicultniist to laise capital and ciedit to the extent requned The 
Cential Piovinces Committee aie of opinion that any foim of lest- 
iiction on the light to iiansfei laud must have injuiious leactions 
on the efficiency of the cnltivatoi It has also been suggested that 
the most uigent requirement befoie the coiintiy today is the 
Classing of legislation to bung consolidation of holdings into being 
at the eaihest possible moment, and that vpithout consolidation 
piogiessive farming is impossible 

In this connection one of oui colleagues, Mi Devadiiai, has 
obtained some inteiesting statistics about the woiking of the Act 
•which was passed in 1928 foi the consolidation of holdings in the 
Chhatisgarh Division of the Cential Provinces {vjcle paia 1615 
et seq of the lepoit of the Cential Provinces Provincial Banking 
Encjuuv Corimitteel Accoidmg to his figures, duiing the shoit 
period of a htile oier three 3 ^eais, duiing winch the Ace has been 
in opeiation, 502 villages have come foiw^aid to secute the benefit 
of tlie Act, 171 villages out of 502 have so fai h'ce'U dealt with, 
m all 156,500 acres of land parcelled out into thousands of small 
holdings have been consohdated , the expenditure to Government 
has been comparatively small and in Mew'^ of the attractiveness of 
the scheme to the agriculturist. Government have now decided to 
leco^el from him one-half of the cost of consolidation 

kfi Devadhar also suggests that in the task of rural up-hft 
work which is appealing to the imagination of the educated people 
mteiested in the betterment of the agriculturist, the work of con- 
solidation of uneconomic holdings or tne prevention of further 
fiagmentation of land must be vigoiouslv undertaken 

(ii) The fiscal oigaiuzaUon of the coimtiy and m 'paihcular the 
assistance to aqvcuUuie hy tanjfs and subsidies — ^India has kept its 
door open for the import of agricultural produce from other 
countries and this policy, to quote a recent instance, has inflicted 
great hardship on the wdieat producers of the country The Eoyal 
Commission on Agriculture wdneh considered the question of laiiffs 
in connection with then enquiry reconnnended ceitam concessions 
in regard to the import duty on agricultural rmplements and 
articles used in the manufacture of such implements in India 
Similarly, the giant of subsidies b^’’ the State for a limited period 
has been considered m certain other countries to be quite legiti- 
mate for fostering the production of ceitain crops and for various 
other xiui poses 

(ill) Loioenng the bin dens of taxation 

(iv) The economic organization of the indiistiy and in particular 
the development among farmers of methods of purchase and sale 
and co-operative insuiance — Some of the Provincial Committees 
have emphasized the need for insurance against the unforeseen 
rusks to which agriculture is exposed and have recommended that 
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xhe prospects of schemes of insuiance of cattle and ciops by G-ov- 
einment oi by co-opeiative oigamzations should be consideied 
We shall show in e latei chaptei how the existing system 
ot piiichase and sale of agiieultuial pioduce leaves a gieat 
deal to be desned We would only mention heie that we agiee 
with the foieign banking expeits that little will be gamed by 
hringmg millions of acies undei cultivation, oi incieasmg the agii- 
cultuial pioduction ot the countiy, unless the necessaiy steps aie 
taken to ensure that the commodities pioduced will secuie a leady 
sale at a piofitable late 

(v) Instituting schemes for the tmjn ovement of land, livestock 
ond ciops, elimmaiion and control of pests of plants and animals, 
provision of poioei and other assistance to industries suhsidiauj to 
agncidiiire and developing afforestation — It is not necessaiy to 
quote heie all the recommendations of the Boyal Commiss’on in 
legaid to the se^elal items included m this factoi To quote only 
a few instances, the cultivation of impro\ed \aneties of seed does 
rot confei sufficient advantage on the pioducer until anangements 
aie made for ensuiing the purity of the aiticle sold in the market 
It has been uiged that legislation should be undeitaken to avoid 
adulteiation of commodities in the maiket and that the* Govern- 
ment should see that such legislation is enforced Again, the im- 
poit of hydro-genated oil into this country and its sale as ghee is 
lepoited to be lesponsible foi the very slendei chance of the levival 
of the daily mdusky in India Further it has been suggested that 
the difficulties of chmatic conditions m India aie not insurmountable 
and that if anangements foi cheap ponei be made, a very large 
aiea under cultivation can be protected against the vaganes of natuie 
and the existing iisks of agiieultuial mdustiy minimised to a gieat 
extent The imprG\ement of the feitilitv of the soil, vhich has 
been leduced by continuous ciopping without mamne, is another 
uigent requisite of agricultuial piospeiity 

(m) Oujanizing the tmnspoit system of the coiinliy vnh due 
regal d to the intciests of agiiculture — ^That the railway freight on 
the lequiiements of the agriculturists sucli as fuel and fertilisers, 
and on agricultural pioduce itself, is very high is a standing com- 
plaint against the present working of the transport system of the 
country This policy is said to place a very great handicap on the 
agricultural pioduce of tins countiy in competition with imported 
articles from other countiies For instance, it is understood that 
at the time of our report the freight per maund of wheat from 
'Australia to Calcutta is six annas while the railway freight from 
Lyallpur to Calcutta is Bs 1-3-3 Similarly, it has been pointed 
■out that chemical manures in India are not pioduced as by-pro- 
ducts of other industries and that on account of prohibitive puces 
-they cannot be profitably used for ordinary crops in India Other 
manures, like bone-meal, leaf-mould and potassium nitrate, can- 
not be used, as the transportation charges are very heavy We 
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understand that bone-nieal and potassium nitiate which are 
manures locallj- pioduced have to pay higher fieight rates 
than imported artificial manures Moreover, a large quantity 
of farm-yard manure has to be burnt as theie is no other 
fuel available and the cheap fuel from the forests cannot 
be bi ought to the cultivator’s door on account of prohibi- 
tive freight rates Unless these handicaps aie removed, the 
ciiltivatoi has no chance of improving his productive capacitj We 
may in this connection refer to our discussions uith the foieign 
banking experts wheie it was admitted that ni Germany the rail- 
way freight rates are adjusted foi the special benefit of agii* ultuie 

(vn) Estahhslung a sgstem of sottnd general educaiton and 
special provision foi agiicultural education and lescarch and fur em- 
bodying the results of such research leitlnn the practice of ihe agri- 
rultunst —We undei stand that Denmark m less than half a century 
has raised heiself to the height of piospciity by Hie education of 
hci children and the impiorenicnt of hci land The spiead of 
education among the iiiuil population in India is of the foremost im- 
poitaiice to agiicultiiial deAelopmeiit We emphasi/c the necessity 
of enibodMiig the lesults of agiicultuial leseaich within tlie prac- 
tice of the agiicultinist As it is, eien the Jloyal Commission on 
Agiicultuie reported that although niaiimial expeiinient'- liave been 
earned out on evety agiicultuial station m India, salisfactory 
advice to the cultivatoi in regard to the use of rnamiics had not 
leached the stage of practical iiohlics 

(Mil) The developing of State o; voluntary organization to pro- 
vide the necessauj central and local maclnnciij for eairying out mca- 
suies of agricultinal policy and for mflucncmg that policy 

73 To sum up the position, w'e think that besides the pioMSion 
of credit, the actne pursuit of a jiiogiess'ive and constiuctive agricul- 
tural policy IS necessary for the purpose of fosteiing profitable agri- 
ciiltiiie under modern conditions In order to iiiovide Govcinmenc 
uitli the information it requires to puisne such^a policy it is neces- 
sary to have a provincial organization on a permanent basis The 
Piovincial Committees during the coiiise of then enquiry uere- 
confronted with the absence of any reliable or complete economic 
data and some of them had to enlist the assistance of a few ^inivei- 
sity graduates in connection with their intensive surveys in iiidni- 
dual villages More than one Provincial Committee have recom- 
mended the establishment of a provincial organization on the lines 
of the Punjab Board of Economic Enquiry We understand that 
this Board was formed in 1919 and has carried out a large num- 
ber of village surveys and collected mformation in vaned subjects 
such as the size and distribution of agricultural holdings, the rates 
of food consumed, mortgages of agricultural land, farm accounts 
and family budgets, and has provided a mass of useful data on the 
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economic position of the agiiculturist We suppoit the lecom- 
<'Qeiidations of the Pio^incul Committees that a Piovincial Boaid 
of Economic Eiiqniiy should he staited m each piovince to collect, 
•coi relate and anatyse all the economic factors influencing the tigii- 
cultuiist and to present the results of the enqmiy in a convenient 
loim As pointed out by the United Provinces Cyimmittee, the 
work of this Boaid must he of a practical lathei than of a theoie- 
iical natuie and the Boaid itself should act as a hand-maid to the 
Government Depaitments whose duty it is to piomote the welfare 
und piospeiitj' of the agiicultural population We do not think it 
IS necessary foi us to indicate how the Board should be constituted 
This we would leave to the Provincial Governments to decide 
We undeistand that in the Punjab it is a non-ofdcial body con- 
ms ting of both officials and non-officials interested in economic 
studies and practically depending on a Government giant for funds 

7 i- ’NichoEon m Ins report on agucultuial banks in India diaws 
.pointed attention to the necessity to couple ciedit wuth the pio- 
motion, almost enfoi cement, of thiift, piovidence and heedfulness 
in boiiowmg < The lush co-opeiatois also lay considerable em- 
qihasis on the fact that the piodacei cannot be dissociated from the 
man and that in oidei tc bung about a change in his standard of 
living and in his outlook on life, the agriculturist should be tackled 
as a whole Tiieir w eli-kuowm formula of rural economy is ‘Bettei 
Eaiming, Better Business and Better Living” The United Pio- 
vunces Committee have also stiuck the same note in then Eepoit 
"wheie they suggest that rural leconstiuction and bettei living 
societies should go hand in hand with Co-opeiative Ciedit Societies 
The Eoyal Commission on Agriculture m dealing with the 
history of the Agricultural Bank of Egypt draw some lessons for 
the guidance of those wdio wish to reform the system of lural 
finance in India They say “The histoiv of this institution pro- 
vides a wholesome collective to the views of those wdio hold that 
the problems of rural debt are to be solved at a stroke by the provi- 
sion of cheap and abundant credit ’ 

75 The difficulties m dealing with the pioblem of the Indian 
agiicultuiist seem to be further complicated by the ciicumstance 
that in India agriculture is, with most cultivators with unecono- 
mic holdmgs, more a mode of living than a business The 
Eoyal Commission on Aguculture summed up the positron 
ir these words “To a very great extent the cultrvator m 
India labours not for profit noi for a net leturn but foi subsistence 
The crowding of the people on the land, the lack of alternative 
means of securing a living, the difficulty of finding any avenue of 
•escape and the early age at wTuch a man is burdened with depend- 
-ents combine to force the cultivator to grow food wherever he can 
•and on whatever terms he can” Even elsewhere the farmer’s chief 
aim IS to provide the necessanes of life for his own household He 


CHAPTBR TV 


5i 


IS both the piopiietor and the wage-eainei and this position of 
mixed inteiest offeis “a stubborn challenge to the economist s en- 
qmiies as well as to the progiammes of admimstiatois and legisla- 
tor ” Whatevei maj^ be the actual figure, it is generally conceded 
that the income of the agiicultuiibt pei head is the lov est in Ind’a 
as compaied with most othei countiies The Bombay Pro\Jncial 
Committee’s obseivations may be taken as typical of the analysis 
of the position by othei committees also They say — ‘ Xo im- 
piovement in the existing ciedit sjsteni and banking facilities is- 
likely to be effective unless it is accompanied by measures foi 
laisiug the standard of living and economic condition of the mass 
of the population and foi building up its pioduttne stienglh It 
IS beyond oui teiins of lefeience to make specific suggestions in 
the matter, but ve consider it essential to point out that piogicss 
of banking vill depend on the spiead of education and the promo- 
tion of agiicultiiial impioiement and the enconiagcment of m- 
dustiial eftoit Economic piogiess and deielopmcnt of banking 
being intei-dependent, banking cannot make an^ adiance in a 
community sunk in poicili, ignoiance and helplessness Cicdit 
would raeiely supply giease to the economic machine and it i= 
essential that all po^sib'e mcasuics should lie taken to ensme the 
efficient voiking of the ciitiie mechanism” 

7C We aic, honoiei, avaie that the pooi economic condition 
' of the peasantiy in Ind'a in geneial and the lack of piopoi ciedit 
facilities a\ailable lo them mvohc them in a mc)ou= ciiclc The 
position of many of the cultnatois makes it difficult foi them to 
fuinish any secuuty leadilj ricceptable fiom the point of view of 
sound, sife and casilv leahsable iniestment On tuc o^hei hand the 
lock of cheap facilities foi ciedit is lesponsible foi the cuenra stances 
which compel these cultivatois to lesoit to such monei -lending 
agencies as impose on them quite luinous teims legaid ng the condi- 
tions and lates of the loans and weaken then economic position 
'^till fnithei thiough enhancement of then pic-c\islmg debt We 
do lecogmse that, although the economic position of these cnltna- 
tois is due to vaiious factois which do not stiictlv come imdei our 
purview, unless some eftective measiiies aie taken to fuimsh them 
with piopei ciedit facilities, then economic position will grow 
woise day by day We have, therefoie, pioposed in subsequent 
chapteis bettei piovision foi lural ciedit thiough suitable oiganiza- 
tion of agencies like co-opeiative societies, land moitgage banks 
and money-lendeis and have also suggested the cieation of new 
facilities such as the establishment of licensed w’aiehonses 
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RURAL RIRANGE— (coni/jiwcd) 

Rural Indebtedness 

77 The question of lural indebtedness is one of the most im- 
portant questions with which we have to deal The piospenty of 
the countiy and the successful de^eloximent of tiade, industiy and 
commeice entirely depend upon the impiovement in the geneial 
economic condition and in the increase in the buying po'ner of 
its population engaged in, and dependent on, agiicultuie To 
achieYe this it is necessary that the problem of iiidebtedness, its 
causes and its liquidation should be effectively solved The Pro- 
vincial Banking Enquiry Committees have attempted an estimate 
of luial indebtedness in then respective provinces Eoi the reasons 
mentioned in the piovmcial reports, estimates of luial indebtedness 
cannot be accuiate A total of about Rs 900 cioies made up of 
the figures foi different provinces given in the piovmcial lepoits 
may, howevei, be taken as a veiy lougli estimate of the total rural 
indebtedness of India The figures for different pi evinces aie — 
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78 On the question whether the volume of agricultuial mdeb- 
tedness is increasing or decreasmg, there is a general consensus 
of op ini on that the volume has been increasing in the course of the 
last ceptury Sir Edward Maclagan writing in 1911 observed as 
follows — “It has long been recognised that mdebtedness is no 
new thing in India The writings of Munro, Elphmstone and 
others make rt clear that there was much debt even at the beginning 
of our rule But it is also acknowledged that the indebtedness has 
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iiseu consideiably duimg oui iiile and more especially duimg the 
last naif centmy The lepoits lecened from time to time and the 
evidence oi annual sale and moitgage data show cleaily theie has 
been a leiy consideiable inciease of debt duimg the last half a 
centmy ” The Eoyal Commission on Agiicultuie in India summed 
up the position m these woids “It is moie than piobable that the 
total luial indebtcdneoS has mcicascd in the piovintes, whether 
the piopoition it beais to lie gi owing assets oi the people dias le- 
mamed at the same level oi whether ’t is a heavier burden or 
lighter burden on the more piospeious Ciiltivatoi than of old aie 
questions to which the eMdence wc have lecened does not piovido 
an answei’’ The Punjab Committee have, for exainjile, estimated 
that the total agiicultuial debt in the province lias increased from 
Es 00 cioies in 1921 to Ps Idi cioies in 3020 The burden of 
indebtedness has really become much moic crushing than can be 
judged iiom a compauson of the giov th of its volume in rupees, 
wdien we take into account the fact that the fall in the puce of the 
crops since 1921 has been rough Iv >0 pei cent To undei stand 
the full efiect of this buiden, we inav state, tor instance, that the 
increase of rural debt in the Punjab fiom Rs 90 cioies in 1921 to 
PiS 131 cioies in 1929 leally represents a debt of Ps 270 cioies 
in 1930 

Some of the Provincial Committees attempt to dislnbnle the 
debt per capita and pei acie of cultivatec land, but the figmes 
aiiived at aie not such as are calculated to convey an accuiate idea 
of the economic position of the agncnltuii''t Pegaidmg fhe distii- 
bution of debt on the acreage of cultmable agiicnltnial land, the 
Bombay Committee winch attempts to aiinc at a figuie pomts out 
that it is of little practical value, and what applies to Bombaj- 
apphes equally to all othei piovnuos After pointing out that the 
debt works out to lo times the total land a'^e'isment and at P'- 2G 
and Ps 20 pei net ciopped acre and cultivated acre icspectivelv, 
the Committee proceeds to say that the figures vaiy m legaid to 
the several paits of the Bombay Pre'^ificncv like Sonthein G-njerat, 
Khandesh, Smd and Konkan, and that higher indebtedness pei acre 
does not necessaiily mean a coiiespondingly heavier buiden In 
then owm words “An acre of good land may leqnne laigei capital 
and }ield good income wdieieas an acre of infeiioi land mav leqinie 
less capital a,nd yield less Piom the point of vie'” of assets also, 
an acie of land denotes different values at differeuj; places’’ In 
view of the difficulties pointed out abov^e in regard to the incidence 
of debt per capita or per acie, we have not fuithei examined the 
question 

79 As regards the number of agiicultunsts who are fiee from 
debt, diffeient Committees have adopted different methods of ascei- 
tammg the percentage of those who Are free from debt to the total 
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luial population The figures so woiked out for four provinces are 
;given below — 

Proviace Percentage 

free from debt 

varying from 9 per cent to 98 
per cent in different districts 
(1) 

vaiying from 19 per cent to 
21 per cent (2) 

varying from 14 per cent to 
72 per cent m tho case of 
landlords and "^rom 13 por 
cent to 70 per cent in the 
Case of cultivators (3) 
\arymg from 33 per cent to 
1)1 pel cent (4) 

This being the fiist effoi t by a Committee to aiiive at even approxi- 
mate figuies of fieeclom fiom indebtedness in luial aieas, and in 
view of the diffcimg methods euiplo^ed m each of the foui pro- 
Tincea figuies toi v/luch aie available as above, we feel that it 
vould be eiioneous lo attach an} impoitance to the value oi these 
figuies as being of geneial appli.^ation men in i-he whole of the 
lespective pioMiices But it is to be hoped that the provinces may 
be able, in then subsequent efforts, to make moie definite enquiries 
following the spade woik done by their Banking Enquuy Com- 
mittees last -yeai 

80 As eaily as 1875' the Commission appointed to enqniie into 
the causes of the agiarian riots in the Deccan went into the causes 
of agricultuial indebtedness The findings of that Commission weie 
latei tested by Nicholson, by investigation into the causes of poverty 
m the province of Madias, who summarised them as follows — 

“First, poverty with unpioductive soil, precarious climate, and 
iiregularity of income, 

Second, ignoiance and impiondence, 

Third, extravagance. 

Fourth, ancestral debt, 

Fifth, expansion of credit. 

Sixth, increase of population without corresponding inciease 
of return, 

Seventh, facilities for boirowing owing to influence of 
money-lenders. 

Eighth, the limitation laws, as leading to renewals on 
usuiious terms including compound ’mtercBt^ and 

Ninth, levenue system of a fixed demand ” 

(1) Assam, para 33 

(2) Bihar and Orissa, paras. 83 and 91 

(3) Central Provinces, paras 703 and 716, 

(4) United Provinces, para 183 


Assam 

Bihar and Oiissa 
Central Pioviiices 

United Provinces 
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CHAPTER V 


81 The Provincial Comnuttees ]la^e ruade detailed investigations 
into the causes of iiiial indebtedness; and then conclusions tally 
ni the main 'with tho^e mentioned by the Deccan Commission and 
by Nicholson Accoiding to the Provincial Committees there are 
many leasons why the agiicultuiist m India is obliged to 

boiiow The most important and common reason is past 

indebtedness, which occasions fiesli borrowing due mainly to 

the high lates of inter est charged These high lates ot 

inteiest aie partly the cause and paitly the effect of indeb- 
tedness The other mam reasons are the small size of his 
holding and the na’\ it is split up, making it almost impos- 
nble foi him to lire within his small income without getting into 
debt unless he is exceptional^ frugal and mdustiious, or has some 
cxtianeous source of income, his constanth lecuiiirrg losses^ of 
cattle from diought and disea-^e and the in=!ecuiil'^ of ciops nhicTi 
aggiavatcs the cumulative effects of the othei factors To the 
agiicultunst’s extravagant expenditure upon niariiage and other 
domestic ceiemonies is attributed some part of the indebtedness, 
though many of the Prmincial Committees think that the picture 
of extra! agance is overdrawn Both the Central PioMirces and 
the Burma Committees have, howerer, pointed out that in times 
of piospeiitv owing to the absence of proper iniestment facilities, 
H.rrlti\ators do spend larger sums upon social ceremonies than would 
he spent in lean years ImpioMdence and purchase ot land at heary 
puces and taking up leases of land at high rentals during peiiods 
of boom hare also been mentioned among the causes In manv 
cases the puichase of land at heavy competitive puces oi obtaining 
lands on lease at high rents is said to be due to want of other 
occupations besides agiicullme The amount boiiowmd for im- 
]Hovements is generally mrall, but in lower Burma a large part 
of the indebtedness of the agiicultuiist^ is sard to be duetto the 
cleaimg and improvements caiiied out Irv tire aid of boiiowed 
capital Borrow nig for speculative trading is '^aid to be one of 
the most fieqrient causes of indebtedness "in Burma Another 
cause of indebtedness in Burma icpoited to oe the necessity 
for one member of the family of a deceased person under the 
Budhist Iiiheiitaiice Law', sometimes to purchase the hokhng 
of the deceased person if it is not large enough to he shared 
among all the members of the family It is believed that 
a consideiable amount is boiiow'ed m Bihar and Orissa for 
trade purposes, e 7 , for collecting village produce and selling it 
at large centres The Punjab Committee point out that while 
the reasons given above explain the existence of debt, the morrey- 
iender and his vicious svstem of business explain the continuance 
of such indebtedness and that the great expansion of credit that 
has taken place due to high puces and the inflated value of land 
account foi the volume of indebtedness The Committee have also 
referred to the increase in population without aiiv coiiespondmg 
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increase in production While in all countries of the world during, 
the last fifty years the percentage of population living on land has 
decreased, in India the peicentage has consideiably mci eased. 
According to the census figures, the peicentage of the population 
following the occupation of pastuie and agricultuie has steadily 
risen fiom 61 per cent in 1891 to 66 pei cent in 1901, 71 pei cent 
in 1911 and 72 pei cent in 1921 The Assam Committee have 
added another veiy potent cause which appeals to have contiibuted 
largely to the increase of indebtedness^ namely, the decline of the 
cottage industiies and the lo'^s of income to the ij^ot by a subsidiary 
occupation in the off-season 

82 To this state of indebtedness are attiibuted many of the 
evils to which the peasant is now subject It is said that ihe in- 
debtedness leads ultimately to the tianslei of land horn the agii- 
cultuial class to the non-agiicultuial monei -lendei , leading to the 
cieation of a landless pioletaiiat with a reduced economic statu,) 
The result is said to be loss of agiicultuiai efficiency, as the monev- 
lendei sublets at a rate which leaves the cultivate! with a re- 
duced incentive to laise a good crop It is reported that this i* 
confirmed by widespread ciop-cuttmg eApeiiments in Bihsi and 
Oiissa and Bombay It is also added that as a result of thi‘- 
inefficiency the i}^ot is unable to get enough money to put in 
cultivation to yield first class crops and that he thus moves m a 
vicious circle The United Provinces Committee, however, do not 
think that transfer of land from agiicultuiists to non-agiicultmists 
is aluays necessarily for the worse, and they do not recomment’ 
the extension of the Biindelkhand Act to other parts of the province, 
but they recognize the need for a fuithor and fiillei inquny inta 
the matter In some provinces, such as Madias and the Punjab,, 
money-lending business is also done bv the lyot money-lenders and 
any resulting change in the ownership of land Iras no detrimental 
effect on agricultural efficiency The evil is said to be leiy pie- 
lalent nr Bengal where it is believed the lenders aie non-agiicul- 
tunsts in the majority of cases No recent figures regarding the 
gains and losses of the agiiciiltuiist class by sale of land are avail- 
able and it IS not safe to diaw any conclusion as to the present posr 
tion in this matter The Central Provinces Committee have, how- 
erer , stated that the wllage surveys made by them showed that the- 
number of persons who had lost then land through indebtedness^ 
was extremely small and that the money-lender at present at any 
rate, has no desire to take land m satisfaction of debts 

83 The Piovincral Committees have also gone into the allega- 
tion that IS generally made that the cultivator is obliged by reason 
of his indebtedness to sell his produce to Ins creditor at an unfavour- 
able season and at a puce detrimental to himself When money- 
lenders are also shopkeepers and commission agents, they often 
make it a condition that the agiicultunsts’ produce must be sold 
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ihroiigh tliein Tins "veij' seriously affects tlie libeity of action m 
maiketmg the pioduce and is nndesiiable when the parties to 
the bargain are not matched The evil effects of this system are 
felt moie in Madras, Bengal and Assam than in other piovmces 
A "vioid may be said in exjilanation of the attitude of the money- 
lender who, as stated by the Bengal Piovmcial Committee, is not 
always wholly to blame Eren when the money-lender is not a 
tiadei, and does not want to buy the produce, he knows that if 
the debtor does not pay after sellmg his pioduce, it will not be 
liossible for the lattei to pay till after the next harvest He has, 
therefore, to put piessuie on the debtoi immediately after the 
haivesfc, and the eftect of this piessuie is so great that the bonower 
IS compelled to dispose of his harvest as quickly as he can As 
every giow^ei is equally pressed foi cash and has to sell at the same 
time, the puce obtained b}’^ the cultivatoi is naturally depressed m 
consequence 

\ 

84 It is not necessai}’’ to repeat heie some of the instances of 
•economic 'servitude that arise from the mbney-lendei’s grip over 
the cultivator as these aie mentioned in the report of the Agricul- 
tural Commission ('paragraph 363), but slich instances are now 
reported to be rare It is leported that the chaiges that the money- 
lenders used to irapo'^e are gradually disappearing and that -ervices 
rendered to creditors are generally paid for to a substantial extent 

85 To the chronic state of indebtedness on the part of the Indian 
cultivator may aho be attributed the existing unsatisfactoi’y system 
of agiicultuial finance, under which no clear distinction is drawn 
between loans required for short and long periods When large 
sums of money are borrowed, say^ for capital improvements or for 
repaying old debt, wdiich could not in oidinai*y circumstances be 
repaid within a sliort period of time, the period of repayment fixed 
111 the bond of agreement does not ordinarily exceed a short period, 
for instance, it is three years in the Central Provinces The re- 
sult IS that the income of the cultivator has to be utilised towards 
the payment of the loan to a greater extent than is possible or 
desirable and he is left wuthout sufficient margin even for his sub- 
sistence This involves running the farms on less productive 
methods than would otherwise have been possible, and its reactions 
on national welfare are detrimental The Central Provinces Com- 
mittee feel \eiy strongly that the creation of facilities for liqmda- 
iion of debts, when they assume serious proportions, by dispensing 
long-term loans through an appropriate agency at low rates of 
Interest would not only act as a safetv-'> alve against the individual 
agnculturi«t becoming hopelessly indebted and unable to follow 
productive methods of cultivation, but would also of itself react 
■upon the money market so as to reduce the general rates of interest 
charged on the short-term loans themselves 
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Debt Conciliation and Liquidation 

86 Among the causes lesponsible loi the low standaid of living 
of the agiicultiirists and the continued impoverishment ot this 
classj even in aieas which ai'e blessed with good seasons and 
normal ciops, indebtedness must Le given a high place Rural 
ciedit, broadly speaking, falls into two categoiies, the ciinent 
debt incuiied annually wnth the intention of lepayment aftei the- 
haivest, and the standing or pnoi debt As a matter of fact 
owing to the high, and not infrequently usuiions, late of inteiest 
which has geneially to be paid on the cuiient debt, and vaiious 
othei causes, tlie nhole of it cannot olien be repaid after the 
harvest, and the consequence is that the portion outstanding adds 
to the standing debt The stiengthemng and evpandmg of the 
co-operative credit' organizations, and controlling usury in the 
inannoi we have indicated in later (diapteis, are in our opinion the 
most potent remedies for arresting the future growth of unproduc- 
tive debt But the liquidation of the standing indebtednecs pre- 
sents an altogether diffeient problem it has to be remembered 
that 111 the majoiitj^ of cases tins chionic debt is inherited We 
find children born in debt and making eveiv feasible effort to pay 
the debt of the fathers and forefathers This social tradition and 
the custom of succeeding generations acknowledging and paving 
the debts of foiefatheis have been exalted into a legal doctrine of 
the “pious obligation”, to pay an ancestor’s debts, enforceable in 
courts of law Even v hen no assets pass and debts are not legally 
rnheiited, the debt is generally treated by the son or the hen as a 
debt of honour by force of tradition 

87 The only facility which is now available to the agricul- 
turist for redeeming his standing debt, apart from borrowing from 
one money-lender to repay another, is supplied by the co-operative 
credit organizations, mostly land mortgage banks The limited 
extent to which these organizations assist nr the redemption of 
prior debt is discussed later on m chapters IX and X Neverthe- 
less, valuable work in redeeming the standing debt of the agricul- 
turist can be done bj^ co-operative land mortgage banks in locahties 
where they exist, and the further establishment of these banks 
should be encouraged where there is a reasonable prospect of their 
working successfully having regard to all the local conditions In 
order, however, to satisfy the credit requirements of the large class 
of agriculturists who are outside the co-operative movement and to 
provide for substantial loans to big landlords, provincial land 
mortgage corporations on a joint stock basis or on the model of 
the English Land Mortgage Corporation will be necessary We 
shall deal with the subject of land mortgage banks fully in 
Chapter X 
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88 Land moitgage banks can, liov/e-\ei, be utilized foi the 
puipose of ledemption of standing debt only by those wlio can 
pioduce adequate secuiity based on land and who have got an 
adequate amount of suiplus income u e , after paying for their 
nultiiation expenses and otiiei cuiiont needs) which can be used 
foi the payment ton aids the redemption of the debt of annual 
mstalmeuts spiead oiei a long peiiod of yeais, and who will not 
have to seek fuithei assistance fioni a money-lender foi meeting 
then cuuent needs and foi the paymeni of such instalments A 
iaige numbei of agiicultuiists, howevei, cannot pioduce adequate 
secuiity based on land oi wheie they can do so, do not possess the 
suiplns income , and it is tlieiefoie impossible for ihem to have 
recouise to land moitgage banks It follows that undei existing 
conditions a laige numbei of agiicultuiists have no facilities f-oi 
getting lid of their standing debt , and this cncumstance is le- 
sultmg in a piogiessne and seiious deteiioiation m then economic 
condition We considei that it is incumbent on Go\ernment to 
•devise measuies to meet the situation The Loyal Commission 
on Agriculture utteied a seiious note of warning when they said 
“It must be cleaity lecognized that the woist policy towaids debt 
is to igiioie it and do nothing” 

89 One method by which the problem can be tackled is by 
bringing about conciliation between debtois and cieditors with the 
object of secuiing a composition of the standing debt Seveial of 
"the Liovincial Committees deal with tins method of solution of 
“the problem _ 

(i) The Central Provinces Committee have given some facts 
and figures relating to the debt concilialion proceedings wdnch were 
under taken by the local G-oveinment in various parts of the pro- 
vince dm mg the period of economic depression resulting from the 
famine rears of 1897 — 1900 The Provincial Committee have col- 
lected certain figures with regard to the proceedings earned out m 
Daraoh (tw'o-thnds of the Distiicth Balag'Uit, Bhandaia, IToshanga- 
bad, Betul and Jubbulpore areas Tire total debt whose composition 
was attempted amounted to Es 2,06,29,512 at the inception of 
the proceedings, and the amount remitted v as Es 1,21,70,901 The 
Committee point out that theie may have been some debt concilia- 
tion in other districts of the province as well, but that the figures in 
lespect of them are not now forthcoming The details of the 
figures mentioned above are given at page 119 of the Committee’s 
report Wliat is of greater interest is the method of conciliation 
work and the folio w’-mg extract elucidates it — 

“The agency used consisted of local panchayats under the 
direction of a Goveinment officer Debtors and 
creditors were collected in every village and after the 
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objects of the pioceedmgs were explained to them, 
they weie called upon to sign an agieement to abide 
b 3 " the decision of the conciliators The creditois 
weie also lequiied to sign a ceitificate that the state- 
ment of then claims nas complete, and that any item 
omitted fiom it should be considered void The pay- 
ing capacity of the debtor v as then asceitaincd and 
the liabilities distiibuted In the case of tenants, 
instalments weie spread ovei a peiiod ot 5 to 10 j^eais 
and in the case of malguzai':> 15 j-eais The mstal- 
ments m each case were fixed on the basis of lert or 
ie\eniie paid Six pei cent inteiest was allowed in 
the case of o^eldue instalments of cash loans and 12} 
per cent on gram loans In any year in winch Gov- 
ernment revenue was lemitted or suspended by rea- 
son of failure of crops, default in payment of instal- 
ments did not incur interest No special agency was 
created for discharging the debts as compounded, and 
no cash pa 3 ^ments were made to the creditors The 
proceedings amounted largely to writing-off a good 
deal of 11 recover able debt ” 

One of the officers who conducted these operations reported that 
the cieditois soon repented of the wave of geneions entnusiasm 
and relapsed into their usual methods of collection of debts The 
Committee further point out that the results were in any case only 
made possible by the exeicise of considerable executive pressure 
and that similar methods would be rnsuitable under ] -resent condi- 
tions 

(n) The Punjab Committee do not refer to this subject m tire 
body of then report, but describe some of the operations of com- 
position of old debt earned on in then province in part III of note 
C appended to the Eepoit {vide pages 173-174) It appears from 
that note that conciliation was attempted in Lyallpui, Lahore, 
Eohtak, Gujianwala, Feiozepore and Sialkot "areas and that in 
some areas the results were satisfactory, while in others they were 
not It was generally found m some of the areas that the money- 
lender agreed to composition only in had cases The followmg 
account of the method adopted by the Debt Composition Committee 
in Sialkot area where results were most satisfactory will serwe to 
-elucidate the process — 

“The Committee approach the money-lender and ask him 
to settle the accounts of certain members of the (co- 
operative) society The money-lender will then tell 
them the amount mcludmg interest up-to-date K 
round sum is offered to him and after some hagglmg, 
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agreement is reached and composition -is effected as- 
follows — 

(1) cattle are given to sahukars for amounts which aie 

sometimes higher than maiket puces, 

(2) gram, hhusa, et-c , are handed over to the sahukars ^ 

(3) paitial payments are made in cash, and 

(4) in some cases concessions are also obtained regarding 
the amount of interest, etc 

In some cases instalments are fixed after making a substantial re- 
payment and at times inteiest ceases to lun from the time of pay- 
ment of a lump sum” 

(m) The Bihar and Oiissa Committee describe an experiment 
at debt cleaiance in the Eanchi District where during 1906 — 12 the 
local Government made a determined attempt to redeem debt 
The details of the scheme and its progress are given m a very 
interesting memorandum bv Mr Houlton, Settlement Officer, 
rvhich is printed in the evidence volume of the Committee’s report 
The scheme w^as tried on a moderately large scale and the Gov- 
ernment ad^anced about Es Ij-- lakhs to the debtors to enable them 
to satistv their creditors In 1912, however, ifc w^as decided not to 
proceed further with the scheme It was generally accepted to be 
a failure, principally owing to the fact that many of the cultivators 
could not maintain regularity of repayment and ultimately con- 
tracted fresh debts from the village money-lenders in order to pay 
off Government instalments 

90 The general experience recorded in all these provinces has 
been that any scheme of debt conciliation could not succeed until 
adequate organization for carrying out debt clearance has been built 
up, and unless some agency like the Government or the co-operative 
credit societies or land mortgage banks where they exist, is forth- 
coming to mane cash advances lo the debtors in order to enable 
them to pay the compounded debt, at least in part, to the creditor. 
The Central Provinces Committee are satisfied that many creditors 
would readily agree to accept in full satisfaction of their dues con- 
siderablv less sums if paid down in cash They also express the 
hope that Distnct Development Boards and those assisting in the 
campaign of rural reconstruction would be able to help in evolving 
a scheme of debt redemption The Puma,b Committee report that 
then evidence leads them to believe that in many areas the money- 
lender IS finding recovery increasingly difficult and is more disposed 
than ever before to compound his claims It is thought, they say, 
that he would agree to substantial reductions if he w^ere given an 
assurance that the amount finally settled would be repaid by a 
fixed date without further effort on his part, and it is suggested 
that the best w^ay of giving him this assurance w'ould be to allow 
him to transfer his debt, or such part of it as could not be paid at 
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once, to the co-oxieiative society as a deposit ^^hlch would be le- 
piiyable 'pan passu with the instalments fixed for the debtoi, sub- 
ject to a maximum peiiod of, say, ten years 

> 

Our Eecommendvjions 

91 We considei it to be a mattei of siipieme impoitance fiom 
the point of \iew of the economic piospeiity of the countiy, as well 
as for the purpose of stemming the piowth of discontent among a 
large section of the population, that a seiious efiort should be 
made to find a remedy for the chionic indebtedness of the agiicul- 
tuiist, so fai as it relates to his unproductive debt We recognize 
that the problem does not admit of an easy solution , and that 
even the provision of cheap and abundant credit will not solve il. 
at a stroke and will not be of tangible benefit if the boiTOwei does 
not understand the economic value of the credit and does not 
exercise prudence and judgment m its use In our opinion the 
most effective remedy will be found m the pursuit by the local 
Governments of a vigorous policy of debt conciliation on a voluntary 
basis, and we commend for then coii'^ideiation a scheme on the 
/ollownig hues — 

(1) Special ofPeers should be appointed in each piovmce 
whose function would be by propaganda to persuade 
the lender and the boii<iwer to agree to a redemp- 
tion ot standing debt on the basis of a cash payment 
or equated payments spread over a number of 5 ears 
It should be one of the functions of these officers to 
advise the agriculturist debtors of the existing facili- 
ties for lightening the burden of indebtedness, such 
<is those piovided for in the Usurious Loans Act and 
the Civil Procedure Code for lepavment of loans by 
instalments If it is considered desirable that Con- 
ciliation Boards would facilitate the operations of 
these officers, local Governments should aiiange for 
tlieii appointment 

\2) The existing co-operative credit societies should be 
utilized as the agency for the payment to the lender 
of the amounts payable under the terijis of the settle- 
ment, and it uill be a part of the arrangement that 
ilie borrower should become a member of the co- 
operative society, so that the society may piovide 
finance for his current needs in future 

ini Wheie the lender is vvilling to take m annual instal- 
ments such part of the debt as will have to be repaid 
to him under the terms of the settlement less any 
amount which the borrower can repay forthwith, 
the outstanding part of the settled 'debt will be 

E 



65 


CHAPTLR V 


treated as a deposit by tlie Jendei with the co-opera- 
tive society, the understanding being that the society 
will lefund it to him thiongh the annual instalments- 
settled 

(4) Wiieie the lendei wants a cash payment in legard to- 

the part of the debt w'hich will have to be lepaid to 
him under the teims of tne settlement, Grovernment 
should advance to the co operative society the neces- 
saiy funds which will be lepaid by the society m 
annual instalments Government should for this pui- 
pose have a regular piogiainme of advances to co- 
operative societies m selected areas foi jitnijoses of 
debt redemption 

(5) In fixing the annual instabhents to he paid by the 

borrower, due regard will have to be made for Ins 
paying capacity aftsi making full allowance for Ins 
current expenses both lor cultivation and mainte- 
nance 

t61 It is possible that the borrower may default in paying 
regularly Ins annual instalments In that ca=e, the 
society will be subjected to a loss, and it is desirable- 
that Government should come to the assistance of 
the society in all cases where the loss is not due to 
any negligence or mismanagement on the part of the- 
latter 

(7) If necessary, the whole anangement should have the 
backing of a legislative enactment 

As in effect, the repayment of the settled amount of the 
debt will be made fiom long-term deposits either fiom 
the lendei or the Government, there cannot be any 
objection in pimciple to an ordinary co-operative 
society undertaking the work 

92 There will, howevei, be cases In which the lender will not 
agree to a voluntary settlement of the debt In such eases it wnll 
be necessary to take action to secure a compulsory settlement by 
means of legislative enactment 

03 The Eoyal Commission on Agiicultuie appioached the ques- 
tion of ledemption of ancestral debt from the standpoint of debtois 
who are piepaied to give up all then assets in dischaige of the in- 
herited debt The foice of tradition and the legal fiction of nioial 
and pious obligations to discharge ancostial debt, even where the 
assets are nisufiicient to cover the debt, have pioved serious 
obstacles to the clearance of a large volume of inherited debt The- 
debtors are at present unable to avail themselves of the complex 
machinery of the piesent insolvencv law' winch was primarily 
designed for mercantile cases The Koyal Commission, therefore, 

< 2,07 
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recommended that the case foi a •smiple Eural Insolvency Act 
should be considered m eveiy piovince They stated the justifica- 
tion foi their recommendation in these woids “Just as creditors 
have the light to insist that all the debtor’s assets should be im- 
pounded and applied towards the paj^nient of the debts, so also 
the debtor vho has given up all his assets should have^the cleai 
light to' be alloved to earn his living it he can and to be free to 
make a new start in life ’’ The Civil Justice Committee in dealing 
with the suitability of the existing Piovincial Insolvency Law for 
rural debtors have more oi less given expiession to the view that 
the existing law does not suit agi iculturist debtois We are in 
agreement with the lecommendations of the Eoyal Commission 
on Agiicultuie and the CimI Justice Committee that the case for a 
simple Euial Insolvency Act should be considered in every pro- 
vince The adjudication of the claims under the Act should be 
made as speedy and inexpensive as possible and the debtoi should 
be given facilities to obtain his dischaige as quickly as possible 
Theie should be a special provision in the Eural Insolvency Act 
for enfoicing a scheme of cornposilion before an order of adjudica- 
tion IS made Provision should also lie made foi exemption fiom 
sale of piopeities indispensably necessary for the family of the 
insolvent as provided in section dO of the Civil Procedure Code 
94 We are also of the opinion that, in viev. of the importance 
of the subject, the Governments concerned should explore the 
possibility and desirability of undertaking other legislation to 
secuie the settlement of debts on a compulsory basis 



CHAPTER VI. 

lUmATj FINANCE (Conld ) 

' Noiuial Credit Needs of Agriculture 

95 The DOimal ciedit needs of Ihe cnltn.ator may be classified, 
taking the time factor foi analjsi'^, into two bioad classes, viz — 

(j) Bboit-teim ciedit and inteiinediate ciedit to meet cur- 
rent outgoings and to facilitate pioduction The 
c'ment outgoings and expenses of jnoduction include 
the buying of tattle and agiicultural imiilements (or 
hiiin" them) , pin chase of inanuie and seeds , expen- 
ses of tiansplantation in the case of yet cultivation 
and weeding and hoeing of diy crops and of leaping, 
gatheiing and tlueshing, maintenance of the faimei. 
Ins family and In e-stock and payment of levenue 
and rent, and outlay on vaiious items of improve- 
ments effected in the oidinaij course of husbandry 
such as levelling, deep ploughing, niigation, clear- 
ance, diainage fencing, and installation of pumping 
Xilant 

(n) Long-term ciedit for obtaining fixed capital to be in- 
vested permanently oi for long periods The fixed 
capital is reqmied foi the purchase of land, acquisi- 
tion of costly equipments, consolidation and improve- 
ment of holdings and repajunent of past debt 

96 The cultivator also leqiines credit, which may be either 
short-term, intermediate or long-term, 

(11 for marketing and movement of produce, and 

(2) for small ruial and cottage indiistiies 

We think it mil be convenient to treat these latter require- 
ments separately, not because they aie less important than those 
mentioned in paiagiaxih 95 but because thei lend themselves to 
separate treatment 


Short-term credit. 

97 The Madias Committee have analysed the four requisites 
of the short-term credit required b^ cultrvators as follows — 

(i) As the loans are required for the expenses of cultivation 
including lent and domestic exiiendiluie, they should 
be available nr comparatively small sums sjnead over 
a period of eight or nine months and should be i epay- 
able only after the crops aie sold 


* Maclra'!, para*! 129 — ]32 
( 68 ) 
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Cu) The loans must be available at shoit notice so as to enable 
the cultivator to take advantage ot the rains and do 
the ploughing and tiansplantation as soon as they are 
possible 

(in) The finance must be adequate As pointed out by the 
Madias Committee, it is useless to lend money to plant 
a Cl op and to lefuse a loan foi further expenses con- 
nected with cultivation as the fiist loan is only jeopar- 
dised by such letusal 

(iv) The loans must caii}' a reasonable late of interest, as 
otherwise agriculture may not be piofitable even when 
other circumstances are favouiable 

98 As already stated, short-term loans are purely seasonal m 
charactei and normally they should be repaid in full some tune 
after the harvest If theie is a partial oi total failure of the crops, 
an extension of the period is, however, requue'd 

Intermediate Credit 

99 The cultivator also requires intermediate credit- for the pur- 
chase of cattle and farming implements These loans are required 
normally for a period of from one to three 3 ^ears 

Long-term Credit. 

100 The first essential feature of long-term rural credit is 
that the sum advanced to the cultivator should be sufficient 
elfectivelv to start him on his business In India he lequires 
long-term funds mainly to redeem his prior debts and to 
improve his lands and methods of cultivation so as to 
obtain increased returns from agriculture In the second 
place, the long-term loan thus advanced should be repay- 
able from the margin of profit of the borrower’s holding without 
putting him to the necessity of starving Ins cuiient financial needs 
(domestic and occupational), oi of boiiowing from another source, 
01 of selling his holding to discharge the loan In other words, the 
purpose of the loan and the repaying capacity of the boiiowei 
determine the period of the loan In ceitain other counti’es the 
loans are spread over a long term of years and are recovered in 
easy instalments which usually amount to a small percentage of 
the principal amount of the loan For instance, the maximum 
period allowud foi repaying such loans is 30 years m Finland, 33 
years in Chile, 36] years in Hew Zealand, 42 years in Australia, 
50 years in Italy and lapaii, 64] years in Austria, 67 years in 
Switzerland, 60 years m Denmark, 63^yeiis in Hungary, 68^ years 
in Ireland and 75 yeais in Fiance (D 


(1) “ Rural Credits ” by Hemcb, Page 211 
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CHAPTEIl VI 


Estimate of ebqtjirements. 


101 Eor the purpose of our report rt is not altogether necessary 
to frame any accurate estimates of the requirements of cultivators 
for credit of various classes 


102 Some of the Pio-vincial Committees have devoted, attention 
to the calculation of the short-term and in- 

mSmSSVS.t teimediale c.edit lequiied by cjiltivatas in 

Tndi? In making such calculations they 
were handicapped by the shortness of time at their disposal They 
were in addition confronted with various difficulties, such as the 
illiteracy of tlie agriculturists who rery rarely kept accounts, the 
difficulty of distmgmshing between boiiow'ed money and owned 
capital, the allorvance to be made for household expenses, etc 
The estimates which they have given, and which are stated to be 
very rough, relate mostly to shoit-teim loans though they seem to 
include, in the case of some of the provinces at any rate, require- 
ments for the purchase of cattle and the leplacement of imple- 
ments, wdiich should be met from intermediate ciedit The fact is 
that in India it has not been usual to make a hard and fast distinc- 
tion between shoit-teim and intermediate credit A rough idea in 
regard to lequnements for shoit-teiin and intermediate ciedit for 
cultivators foi the w'hole of India may be obtained by comparing 
the figuies of luial indebtedness and the rough estimates of short- 
term credit given by some of the Piovmcial Committees For 
example, the Madras, Bombay and Burma Committees have esti- 
mated the amount of shoit-teim loans as follows — 


Estimated amount Estimated total rural 
of sbort-torm loans indebtedness of province 
(Rs croros ) (Rs croros ) 


Madras 

• 


« 

• 

70 

160 

Bombay 


* 

• 


32 5 

81 

Burma 

« 

• 



20 

60-60 


Prom the above figuies, we may perhaps take a figure of 300 
to 400 crores of rupees as a lower limit for the whole of British 
India of the cultivatois’ lequiiements for shoit-teim and inteime- 
diate working capital "Wb, however, propose not to put forward 
even a rough estimate of this kind, as w^e are keenly awaie of the 
obvious short-comings of such estmrates 

103 It is not easy to make even a lough estimate of the long- 

fir) Long-term credit “ credit lequiiemeiits of the cultivators 

According to the estimates gi\en by the 
various Provincial Committees, luial indebtedness in India at the 
present day amounts to at least Es 900 ciores If at least Bs 400 
crores of this sum represents short-term and mtei mediate credit, 
the requirement for long-term credit to pay off old debts 
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amounts to at least Rs 500 croies In addition, we have the 
items of improvement of land and methods of cultivation w6ich 
requiie veiy laige sums having regard to the fact that the culti- 
vated acreage of agiicultmal land in India is more than 200 milhon 
acres Next come the long-term lequiiements foi puichase of 
land and building houses, setting up of iiiigation plants and the 
like No estimate is possible of the lequiiements of these vaiious 
classes even in an appioximate measuie We can only say that 
theie is an almost unlimited scope foi the giant of long-term loans 
to the cnltnatois in India 

Credit y\GrNCJP.s 

104 The soiuces fiom which luial finance is now obtained 
hre — 

(1) Money-lendeis (including selleis on credit), both piofes- 

sional and non-piofessional. 

(2) Indigenous bankeis 

(3) Co-opeiative oiganizations 

(4) Government 

(5) Commeicial banks including the Imperial Bank of India^ 

the exchange banks and other ]omt-stock banks 

(G) Loan offices in Bengal 

(7) Njdhis and Chit funds in Madras 

We shall deal with each of these agencies separately in the 
eucceeding chapters 



CHAPTER VII. 

PUB 'VTi TI^S'SGV.—iconimucd) 

Mo'sri-irwrns 

105 -vronoy-lcndcis iiku bioatih he cla‘'Sifiecl nito — 

H) Fi inoiieN-leJulei^', eitliei niral or urban, in- 
cluding ilinoiant inoncv-lcndei*' , and 
f‘2) nuii-juolt s'^ional inono\ -loudens c)f vaiions lundb, such 
as, 

(fl) lando^\nc^s and agnciiltinists , tbd'je lm\e come into 
{ironnncnce m sonic yaoMnee^, c'^peciallj Madras 
and the Fuiijab , 
ib) merchants and tradeis , 

(c) othci casual monc\-lcnders ^^ho aie peisons pursuing 
\aiious occup.itions but lending out then surplus 
mone\, such as pleadcis, pensioneis, priests and 
Avidows In this class mav }>e included persons 
•who do petty money-lending of a fucndly character, 
usually witiiout interest, among members of the 
same caste oi tube 


100 The IroMiicial Committees have attempted to obtain all 
a\’iilable '•laiistas m legaid to rnoncy-lcndets and indigenous 
bankers, but tbeir reports show that reliable statistics are not avail- 
rdde For m>l uuc, as icgards the number of money-lenders, the 
foilov.mg clatornent shows the position — 

rro\)nrc Xtimbor 


Bcnf-Bl 


Bombnv . 
i hs Burijfih 


C n'rnl Pro jn"'"’ 


\ I’m ^ 

Pihrr n*i il fin ■> 


.... 

Ajr’p' 

X' r£ti*\Vi '<* I n i.tif - P'0\ UiCf' 


Xo informntion 

tS.onn (ostiin itod at 00 per rent of tbo total 
of 5O.0C0 rotipliU Rho«n ujiflcr “Bank 
Mnna»:or«. rnr>r)c\ londcra, etc ” in the 
Con'^ns of 1 n2l ) 

20 000 {esliinafod inckulinc! indigenous 
banUor’ 1 
Xo iniormntion 

SO 000 (t’'‘.tnTint''d number of tlince ulio depend 
soleh or in par* on mono\lend np incliKbng 
IO,fl00 ac.ri( 1 Itniist monrv lenders) 

•S'J.OftO (rojphlv’ n'’Cf>rdinp t o la-t ( ensup, but 
nnl ini liidmu tlic imlgin nr ' big < ultn ntors, 
nn 1 i.umcrou- CJo Cfiimen* scrvnntp and 
otfnT' vho do tnon< \ Io”dinp) 

No irifo-mation 

100 000 (r tunn'f 1 niimb'r of per-ons con 
<lui 1 lu' rnon* > Iced ng Ini intf-p in the mint 
•>. arc nlynit 700 Hhrofft 

II 1 I urfnn mo ie% lender,! pat ing income 
tix ft ifl n In’ge ninnlif'r, oot c’lironted, 
’.ho ij > f'C pu m-orno tax) 

I*'' 1 (indi^mnu- In P c-p end mone\ -lordcrc 
pn; (I sr ir< aw tex m f02S 20) 

17 do 

•'77 do 
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Similarly no reliable fignies are available legaiding the capital 
iineb'.ed by money lendeis 


107 Tc will be ‘.eeii fiom the preceding paiagiapu that pome of 
Ihe Piovmcial Committees have found it difficult to give separately 
the numbei ot money-lendeis as distinguished fiom indigenous 
bankeis We suggested to the Committees the advisability of deal- 
ing Avitli the problem of the money-lendei separately from that ot 
the indigenous banker ]^i^thrsj3urpqse_we defined that bvJJ indi- 
genous banker s”_ is meant all bankeis other than the Imperialj 
Bank ,ot dndiaj the exchange,*banks, the ]omt stock banks andi 
'the Cq-o perat ive societies^ and^that the expression jncludes „anyl 
in^idjial_qi^p.uvaie film, receiving deposits and d^'aling in himdis' 
or,.l^dmg money We are aware that wffiile there are money- 
lender sWidio—ieceive deposits, there are certain classes of bank- 
ing communities who, though they do not, as a cla^s, receive 
deposits, have been regarded by the public for all practical purposes 
as bankeis Both the banker and the money-lender-generally- carry 
on other for ms..of-buainess~suclr~as commission-agency- and -trading 
For the puiposes of our enquiry, we propose^tp include under the 
class of money-lenders those whose pfiinarv -business Is not banking- 
bjrtl^moiieyHlenffing' We~may quote in this connection a passage 
from the report of the Punjab Provincial Banking Enquiry Com- 
mittee which brings out the distinction between the banker and 
the money-lender, especially the uiban money-lender — 


“The indigenous banker, as defined in the last chapter, may 
also combine banking and business, lmt- 4 nl-his--case- 
banking— is~primaiy Tlrrs-^ is- largely-'-a-difference of 

fiegreCj _and the„otlier- differences , between the two 

(the indigenous banker ond the urban money-lender) 
arje_of much the_samejiature T he i ndigeirous ba nker 
fi naiK cs' liade_andjmdustJLy-iatheL_tlian-Gonsuniption r 
Ih e LI ba il" moiiey-lmrd^i_,consumptiQri_a.atliei — than 
trade BotBWbanlcer and money-lendei advance 
partly v/ith, and partly without, secuiity but the 
banker more often with than without, and the money- 
lendei probably more often wuthout than with The 
liaiikei IS generally particular about the objects for 
which money is required , the money-lender is less 
careful A further difference, and one, no doubt, 
arising from the last two, is that most of the bankei'’s 
clients repay punctually, and most of the money- 
lender’s have to be pressed The barrker, therefore, 
can afford to lend at 6 to 9 per cent and rarely goes 
-s beyond 12 per cent, but the money-lender commonly 
charges 9 to 12 per cent and goes up to 18 per cent 
The difference is a reflection of the gieatei trouble and 
risk involved in the urban money-lender’s system ” 
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Their jiethods of business 

108 Profcssiona' money-lenders — (a) Village in one y -lenders — 
The metliods of business and system of accounts of these people 
aie simple, but, as obseived bj' one of the PioMncial Committees, 
infinitely diveise^ A^aijmg vitb the idiosyHciacies-of_tbe_inciney- 
lendei, the ciicumstances of the debtoi, the natuie'Of—tbe— secu- 
iit3'^ and the localitj Geneiall} speaking, loans aie given on 
mutual tiust without a document oi even a wntness Loans 
aie made on piomissoiy notes when the amounts aie laige oi 
when it is a case of lenewal of an old loan LDans-_ai£_4ilso 
gianted on moitgages-of land, bouses, “antl'-oinaments-aiid^on 
lare occasioips of cattle Conditional sale-deeds aie often taken 
and the oial aiiangement is that the land w'ould be le-tiansfeiied 
on the lepa^ment of the debt Possessoiy moitgages aie com- 
mon in some places and laie in otbeis Poi rniient 
agiicultural needs, the money-Iendei usually accepts peisonal 
secuiity on the undeistanding, expiessed oi implied,- that Jtba, pi o« 
^uce is to be sold to oi tbiougb'bim In many cases the secuiity 
15 mortgage of ciops, but wdieie the amount is laige oi the loan is 
toi a long peiiod, the secuiity is the moitgage of land The monev- 
lender is not mteiested m the purpose foi wrbicb the loan is taken 
or the mani^ in winch the amount is spent. Inteiest is added 
at inteiest|i i|?(s This foim of compound inteiest piodiices prodi- 
gious lesults in a short tune Even wdieie the couits still apply the 
lule of damdiipat in some cases, instalments^ of inteie st 
pieiiously paid are not taken into account The Aillage money- 
iendei docs shop-keeping' " and tiadnig, in addition to money- 
lending, and be is also engaged in agiicultuie His advances_to, 
tlie ciiltivatoi aie both in cash and in. kind Smaller inonev- 
lendeis have nothing more than a scrap note-book m which they 
]ot down a few" details, oi a loose bundle of bonds and decrees on 
the back of which entries aie made of the amounts paid by the 
boirow"eis but the more substantial inoney-lendeis maintain both’ 
a dav-book and a ledger Tlie relations between the village money- 
lender and the agiicultuiist boiiowei are sard to be not so good 
as 111 the olden davs when the constitution of the village society 
ensiiied fellow-feeling and intei-dej)endence Fuithei, the change 
in the sisrem of law and adimmstiation of justice is said to have eii- 
couiaged litigation The debtoi tries to take advantage of the exist- 
ing pionsions of the law to evade repat ment and the money-lender 
lesoits to vaiious devices such as taking bonds foi larger amounts 
than are actually lent and conditional sale-deeds One of the Com- 
mittees lepoit that it IS not unheaid of foi a rvot to hypothecate 
the crop to one person and sell it quietly to anothei These handi- 
caps aie said to leact on the bonower as the mone\-Icndei re- 
gulates his dealings so as to indemiiifv himself against such iisks 
nnd losses , 
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(b) Urban money-lenders — ^The methods of business of the 
uiban money-lender are almost the same as those of the village 
monev-lendei The uiban money-lendei also advances on hundis 
13is operations are on a laiger scale than those of the village money- 
lendei He also combines the business of money-lending with other 
functions such as trading 

<c) Itmoant money-lenders — ^These serve as credit agencies 
only foi those pdrsons who cannot obtain ciedit elsewheie They 
comprise the Pa than money-lendei s in the various piovmces, the 
Eohillas in the Cential Provinces and the qistwala and the 
cattle dealers in the United Provinces The Pathan money- 
lender IS found in small or laige numbers in almost all 
parts of India His business is confined moie to parti- 
cular classes of p/eople than to paiticulai tracts Large 

classes of indigent people and poor wage-earners, such as factory 
workers, menial servants, peons and low-paid clerks, form his 
usual clientele Sometimes, men in bettei positions, such as lailway 
servant*, recemng good salaries, also invoke his assistance The 
usual limits of advance are from Es 5 to Es 50 Promissory notes 
and signatures or thumb impiessions in Mata books are the most 
common forms of acknowledgment obtained fiom debtors In cases 
of default, the money-lendei uses force and seldom resorts fo law 
courts Actual cases of violence may not be many, but the methods 
employed^are such as to keep the borrower m perpetual fear of 
being yitimized The people who usnallv deal with these money- i/ 
lenders aie so ignoiant and so teiroi-stiicken that they scarcely 
dare file a complaint against them The Bengal Committee repoit 
that advances by itmeiant money-lenders used to be very informal, 
but that in lecent years books of printed promissory notes in EnglisK 
are used in which the signatures or thumb impressions of borrowers 
are taken Loans are also given under the instalment or Tetst 
system, the first instalment being m some cases deducted at the 
time the loan is advanced In some cases the borrower is made 
to sign a promissory note stipulating that the loan shall be repaid 
m any of the several districts mentioned therein, so that if the 
borrower defaults, the money-lender can sue and obtain an un- 
contested decree in a distant place and then execute it at the place 
where the debtor resides Almost all itinerant money-lenders sell 
goods, specially cloth, on credit, usually recovering the value in the 
next cold weather 

109 Non-pi ofessional money-lenders — (a) Land-ovmers and 
ugricultimsts — The Bombay Committee report that the agricul- 
turist money-lender is often more exacLng than the professional 
money-lender He usually lends seed secured against future crops, 
or cash against the ‘=ecuiity of land, and eagerly seizes the oppor- 
tunity to pounce upon it The Punjab Committee repoit that there 
is no great difference between the methods of the agriculturist 
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money-Ieiidei and those of the piofessional money-] on dei , though 
his rates aie piobably loA^ei He is said to be avaricious and 
exacting, and being to some extent m a stiongei jiosition than the 
piofessional money-Iendei , he recoveis a laige proportion of hia 
dues His main and sometimes his sole object is to get 
possession of the land of Ins debtors The United Pro- 
vinces Committee also lepoit that the methods of the agn- 
cultuiist money-lendeis mav not dilfei mateiially fiom those 
of the professional money-lenders in such matteis as security, the 
lenewal of bonds, the rates and calculation of inteiest, hut they 
necessaiily legaid their operations in a somewhat different light. 
Monevlending to them is not ahva)'s a meie investment, it often 
has an ulterior moti\e It is also common foi laiidloids to finance 
their tenants The United Piovinces Committee point out that 
landlords are most dangerous ci editors, as they acquire a double hold 
o\ei the tenant boiiowei If a tenant pays his rent, but not the 
interest on his debt, a landlord can sue him in a civil court If the 
tenant pays the inteiest on his debt, but not his rent, the landlord 
can sue him in a revenue couit Woise, still, the landlord can, if he 
chooses, credit all payments to the debt and so keep the tenant 
in arrears with his lent, winch puts the latter’s ciops in Ins power 
by distraint, and gives him the light to eject him if he pleases 
They add that occupancy tenants have occasionally been compelled 
to sui lender their rights to their landlords in liquidation of debts 
As against this general picture, it is stated that in paits of the 
North West Fiontiei Piovince the landlord advances money 
to his tenants foi seed and plough without inteiest , sometimes 
such advances aie made to attiact and retain tenants The Central 
Aioas Committee howevei report that generally speaking the lates 
of the agiicultuiisl inone'y -lender are nevei lower than those of the 
non-agiicuUuiibt cieditoi 

(b) Merchants and traders — These sometimes lend money to 
the agiiculturist on the under standing that his cioiis should be 
sold thiough them Gin-owneis also sometimes finance the agri- 
culturist on condition that he sells his crop to the lendei’s factory 
or gets it ginned theie The Bombay Committee point out that 
the terms olteied by this class aie geneially easier, as the process 
of maiketmg affords them an oppoi tunit}'- to secuie a sufficient 
profit 

(c) Miscellanbons vioneij-lendirs — This heteiogeneous class 
consisting of pleadeis, pensioners, widows, etc , lend money only 
to those nhom they know® fairly well and on good secuiity which 
consists generally of land oi ornaments 

Period of Lo \ns 

110 The Provmcjal Committees leport that the monev-lender is 
usually accommodating His loan has oidinarily to be repaid at 
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hairest time oi at any late fiom the sale proceeds of the crop If 
theie IS a paitial or total tailuie of the ciops, he leadily grants an 
extension oi takes a new bond for a higher amount In Ajmei- 
Meiwaia. it is said, the local mouey-lendeis advance loans for 
cultivation purposes and for special needs, such as maintenance 
during seal city oi famine for a peiiod of from 6 months to 1 year 
They give loans for capital exjiendituie for periods up to 3 years 
The Bengal Committee report that in the case of mortgage by condi- 
tional sale or English moilgage, the period of loan is usually six 
veals or moie In the North West Frontier Piovmce the private 
money-lendei gwes loans usually for an indefinite peiiod The 
Central Piovinces Committee reiroit that the period of shoit-tinae 
loans extends to the time of the marketing of the ciops and that 
the peiiod of intermediate loans does not extend beyond three years 
in oidinary circumstances The Assam Committee report that 
small loans are given for a few months but are allowed to run on 
for years Most of the loans of itinerant money-lenders are for short 
penoas It is said that the degiee ot iigidity of recovery depends 
much upon the personal characteristics of the lender himself, and 
the Central Areas Committee point out that recovery is not insisted 
on so long as it is felt that the money is safe 


Questionable pbactices connected with money-lenders. 


Ill The Provincial Committees have dealt with various ques- 
tionable practices connected with monev-lending The most com- 
mon fo^e are — 

^(a) demand for advance interest, 

•^) demand foi a present for doing business, known as 
girali kholai tpurse-opening), 

.j^y taking of thumb impression on a blank paper with a view 
to in^^eiting any arbitraiy amount at a later date if 
the debtor becomes irregular in payment of interest, 

general manipulation of the account to the disadvantage 
of the debtor. 


, (e) inseition in written documents of sums considerably m 
excess of the actual money lent, and 
(/) talang of conditional sale deeds m order to provide against 
^ possible evasion of payment by the debtor 

The Central Areas Committee refer to a charge called multana of 
5 annas on each loan of Es 10 made by itinerant money-lenders 
The Cential Piovinces Cofinmittee lefer to anothei form of exac- 
tion from the debtor in the shape of charges for writing the docu- 
ment They also lefer to the practice of the borrower being 
forced to pay a certain percentage to the monev-lender’s munim 
or agent befoie he can obtain a loan, specially if the borrower’s 
credit is not very good 
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The Royal Commission on Agriculture refei to certain forms of 
seivices exacted by the money-lenders in Bihar and Onssa and 
ceitam othei parts ot India leading to the economic servitude of the 
boirowei The Cential Riovinces Committee have referred to the 
system which prevails in the more backwaid tracts of the province, 
but which IS becoming less common, undei which the debtor or a 
membei of his family renders seivice to the creditor with or without 
pa 3 ^ment foi a ceitam fixed peiiod There is also evidence of dis- 
honesty 01 tiaud in the advance and collection of loans in kind,, 
in cattle ciedit, and in the woiking of the instalment system. 
Some of the Piovincial Committees find that the evils aie slightly 
exaggerated For instance, the Bihai and Ciissa Committee re- 
mark that though they fully belie\e that there are manj' dishonest 
inonej’^-lenders, thej^ aie not corn meed that dishonesty is the rule. 
They aie inclined to the view that such misdeeds, when they come 
to light in comt oi m nn exannn.ition ot dellts jiiepinatory to tlie 
formation of a credit society, aie apt to leave an exaggerated im- 
pression on the mind The pieAalence of these questionable prac- 
tices in vaijing degrees is, hove\ei, generally conceded by the 
vaiious PioMncial Coramitt,ees At the “^ame time, we «hould like 
to observe that similai practices aie knovn to be prevalent in all 
counliies amongst certain sections of the monev lending class and' 
that these practices are not pecuhai to India 

Rates of Interesi 

112 Asiam — Rates vary fiom 12 to 73 per cent In the case 
of paddy loans in Assam, if the lepayment is not made at the- 
end of the 'seat, the principal and interest aie compounded and a 
bond IS taken with further interest at 24 or 371 per cent The 
average rate of interest charged hi the village money-lender or bv 
produce merchants is 371 per cent throughout the province 
Where loans are large in amount and ■security is good, rates of 24- 
<md even 18 per cent are common The rate of 12 per cent 
would apply only to a solvent lando\\nei oi trader 

Bombay — The inteiest charged vanes from 12 to 25 per cent 
01 even more according to vai-^ing conditions The rate i'^ 
highest in Sind using to 50 per cent , lovei m Konkan, the 
Deccan, Ivhandesh and the Kainatak, being 12 to 24 pei cent; 
and the lowest in Gujerat, 9 to 15 per cent Doans secured by 
land oi othei property cany interest at about 12 pei cent, and 
loans adianced against the seeunty of ornaments, 9 to 12 per cent. 
The late of interest chaiged b}' the uibau inone 5 *-lendei is not so 
high as that of the luial money-lendei , w^hile that chaiged bv the 
agncnltunst mone^ -lender is generally about the same as that of 
the village money-lender, though a substantial land-owner may 
lend money to his tenant oi sel^ant on easiei tenns Ghoksn and 
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sarafs who specialise in lending against ornaments charge inteiest 
at rates varying from 9 to 12 per cent The rate of inteiest chaiged 
by merchants vanes fiom 9 to 12 pei cent The Pathan mone 5 ’- 
lender’s rates vary from 75 to 360 per cent 

Bengal — The late of interest varies with the secrinty and the 
amount of the loan, as well as wnth the total amount of capital 
available in the vicinity It is lower in western and central Bengal 
than IP eastern and nor them Bengal The minimum rate vanes 
in different dismcts from 10 to 37}- per cent and the maximum 
from 37-^ to 300 per cent Loans on mortgages of Calcutta house 
piopcrt\ 01 ^'i’lnmdaiis are usually given at 8 to 12 pei cent Loans, 
on promissory notes taken from the better class of money-lenders 
by respectable clients cany interest from 9 to 18 per cent Large 
loans on mortgage ot zemmdans are given at as low a rale as even 
51 per cent Loans to agiicultiunts given on the security of their 
holding generall}'’ bear interest fiom 18| to 37] per cent Loans 
given without any security often bear much higher rates, going 
up to 300 per cent When interest is levied in kind, the rates are 
much higher than nr the case of cash repayments 

Biliar and Orissa — The prevailing rate for gram loans is 25 per 
cent in the Oiiva-speakmg districts and 50 per ceiit in the rest of 
the province Por seed, double the prevailing rate is charged These 
rates have to be paid over a period wdiich does not usually exceed R- 
juontlis, and a tailure means, as a rule, compound interest It must, 
however, be remembered that the borrower gets the benefit, if an 3 L 
of the drop in price between July when he borrows, and January 
when he repays The rate for cash loans in Orissa averages 25 
per cent or a little higher, that in the Chota Nagpur plateau is 
mostly 37] per cent and this late extends into the southern parts 
of Monghji and Bhagalpui Elsewhere in Bihar the far more 
nrodeiate rate of 16C pei cent prevails 

Bui nxa — ^Loans liy village money-lenders may be one quarter 
to one half highei than Chetti^'ai rates, which are to 2 per cent 
per mensem, varying generally according as mortgage secuiity is 
given 01 a promissory note There are wide variations from the 
standards, the rate going up to 4 or 5 per cent per mensem for 
small unsecured loans 

Central Provinces and Berar — The oidniaiy rate of interest 
varies between 12 and 24 pei cent On good security, such as- 
moitgage of transferable land, it vanes usually between 9 and 15 
per cent in the Central Provinces, wdiile it is slightly higher in 
Beiai, between 12 and 18 per' cent The rate of interest chaiged 
for small loans given to occupancy tenants is oidmaiily 24 per cent, 
while in the case of the ryots of Government ryotwan villages 
who have no right of transfer in their land and who are also liable- 
to ejectment on breach of certain conditions, the rate chaiged is, 
as often as not, 37]- per cent There is nearly always a stipulation 
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that in case of default in lepayraent on the fixed date, a liighei oi 
penal late of mteiest vill be chaiged The late foi gram loans 
vanes consideiably in diffeient parts of the pio\ince and accoidmg 
to the kind of giani boironed It ma\ be 25 pei cent , 50 per 
■cent, 01 even lOO’ pci cent The most common late foi wheat ad- 
vances IS 25 pei cent ahlioiigh in vcais of ciop faihuc and in the 
case of cultnatois with vei} pool ciedit the late may sometimes be 
higher The late of mteiest on paddv loans m also ii'^nalh 25 pei 
cent though 50 jici cent is less uncommon foi tree rlian foi wheat 

Central Aicas — In Ajraei-Meiwaia the oidinaiy late of interest 
on moitgage of agiicultural land vanes liom G to 13]l per cent 
pei annum, and on unsccuied loans fiom 12 to 18 pei cent The 
rates in Delhi lange fiom 12 to 21 pei cent and m the North 
West Piontiei Provunce from 6 to 18 per cent in the case of mort- 
gage loans and from 12 to 36^ pei cent in othei cases iSvideiice 
IS, hovvev'^er verj stiong that the rates actually leahsed aie sub- 
stantially lower As legaids giam loans, the lates difiei in different 
paits accoidmg to local custom In Annei-Meiwaia the satcai 
system or lepajment with addition of 25 per cent of the borrowed 
■amount pievails, but it is declining The rates of the agricultunst 
money-lender a»e nevoi lower than those of the non agriculturist 
creditor The rates of the trans-border money-lenders v’ary from 
75 to 100 per cent 

Madras — The common rate of interest varies from 12 to 24 per 
‘‘■'ent, occasionallv using to 36 or even 48 per ceht There is 3 
dowmwaid tiend in the late of interest on moitgages, 12 percent 
being commonlv chaiged on good fust moitgages The rate on 
liro-notes and on pledge of goods including gold and jewels is higher 
The leason for this higher rate is stated to be the bonovver’s 
mgent need Landloids and othei ivots caiiv on lending business 
on similai terms Thev commonlv give loans in kind and also loan'’ 
m cash with a stipulaiion of repa-^ment in kind and such leans in- 
volve lepajinent with 25 to 50 per cent interest for the season> 

The Punjab — In both town and village, the rates for first das'! 
secniity lange from 6 to 9 pei cent, and foi good ‘second cl.i':- 
secuiity tiom 9 to 12 pei cent, m both, when mateiial '^ecuiitv 
IS not foithcoming, the late may use to any figure Against 
ornaments and stock in trade, which aftei Goveinmelit cecuiities 
provide the best ‘?ecmitv , 9 pei cent is chaiged, against house 
propertv, the lates are 9 to 12 per cent and on pio-notes 101 pei 
cent to 12 per cent The maximum late is 131 per cent but is 
raieJy charged, since few unsecured Joans are made The lowest 
rate chaiged by the Pathaii is 75 per cent pei annum and his 
actual rate may be twice as much 

United Provinces — The merchants and traders usuallv charge 
73- to 9 pel cent interest and urban money-lendeis betw^een 71 and 
12 per cent on Imndis and pio-notes, 9 per cent being the most 
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common late Inteiest on mortga-ges of house property vaxies 
between 7^ and 12} per cent, on mortgages of zemindari the 
interest langes between 9 and 12 per cent Village money-lenders 
charge between 18 and 37} pei cent, but the general rate is 24 per 
cent Foi mortgages of smaller amounts 9 to 18 per cent is 
charged, 12 per cent being the usual rate The rate of mteiest 
generally charged by the q^shoala works out at 44 per cent, 
.whilst the rate charged by the Kabuli varies from 75 to 300 per 
cent The normal rates of interest charged on gram loans are 25 
to 50 per cent The cattle dealers sell then animals on credit and 
the price is payable in four half-yearly instalments usually at the 
rate of Es 150 for Es 100 They also make petty loans at ex- 
tortionate rates of interest 

113 The money-lenders generally work with their own capital 
The Tillage money-lenders supplement their capital by boirowing 
from the urban money-lenders and rarely take deposits from the 
public Some of the urban money-lenders, on the other hand, do 
take jdeposits and sometimes borrow from indigenous bankers 
Merchants and traders have dealings with ]oint-stock banks as well. 
It IS said that some of the itmeiant money-lenders in Bihar and 
Orissa add to their resources by borrowing from co-operative socie- 
ties of which they are members m their own districts Owing to 
the absence of a rational system of rural finance differentiating 
between short and intermediate credit needs on the one hand and 
long-term needs on the other, the capital of the village money- 
lender who IS the mainstay of the agriculturist is becoming frozen 
from year to yeai 

114 It will be seen from the figures m paragraph 112 that tHe 
rates of interest generally prevalent throughout India aie high 
Various cucumstances contribute to this state of affairs — 

(i) The assets of the farmer consist of his land, his cattle, 
his crcy, his house property, and his movable^posses- 
sidns including ornaments Land is the only secuiity 
for' procuring long-teim credit to the boiiowei and 
of the other assets available as cover for short-term 
borrowings, the most valuable is the ornaments of 
the female members of the family But ornaments 
in the case of a large proportion of the agiicultural 
class are not worth speaking of and there is in addi- 
tion a sentimental objection, which seems to he 
gradually decreasing, to pledge them as security for 
loans " The other assets are generally flimsy in the 
extreme The money-lenders who lend money m 
these circumstances are takmg a risk which other 
organized credit agencies do not take and they have. 


F 
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theiefore, to protect themsevles against loss by charg- 
ing high rates of interest The fact that the high rates 
of interest aie of the nature of an insurance against 
risk IS foicibly brought out in some of the Provmcial 
Committees’ reports where the money-lenders’ stipu- 
lated rates of mterest have been compared with what 
they actually receive by way of net profit We quote 
below some figures of returns on capital invested which 
are given by the Central Areas Committee, picked up 
at random from the files of decided cases m law courts : 


Serial 

INo. 

Realised rate of interost oa 

Stipulated rate of interest 

assumption that decreed 

'Delhi. 

amount was realized 


Per cent 

Per cent 

1 

18 

9 7 

2 

24 

78 

3 

6 

H 

4 

24 

9 3 

6 

24 

16 1 

6 

75 

2 

7 

374 

84 

8 

374 

6 9 

9 

37i 

2Gi 

10 

76 

67 (oxcoptioual 
case.) 

11 

37^ 

15 S 

12 

371 

'Apner-Merwara 

17 4 

1 

37i 

Nil 

2 

37 

18 7 

3 

15 

12 1 

4 

16 

11 2 

6 

16 

7 

6 

21 

13 8 

7 

25 

Nil 

8 

m 

9 3 

9 

15 

7 9 

10 

12 

4 

11 

16 

Nil 

12 

18 

5 3 

13 

73 

9 3 

14 

100 

13 7 

16 

160 

12 1 

16 

24 

12 3 


North-West Frontier Piovince 

1 

41 (roughly) 

7 

2 

60 

Nil 

3 

28 

7 8 

4 

37f 

10 9 

6 

18 

11 9 

6 

30 

19 7 

7 

24 

19 6 

8 

16 

6 3 

9 

70 (roughly) 

79 

10 

60 

1 8 

11 

18 

H 

12 

33 

li 

J3 

S74 

8 8 

14 

16 (roughly) 

9i 
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(ii) In many parts of„India__the . money-lender w the only 
financing agency available tO- the a^icuitunst 
There* are "face's where even this financing agency la 
non-existent and where the villager has to go to a 
neighbounng village m search of the money-lender 
At places where the money-lender works side by side 
With othei organized credit agencies, the latter do 
not touch all classes of population and do not even 
fully meet the requirements of the people they finance. 
On all these accounts, the money-lender holds a semi- 
monopolistic position and his rates of mterest are 
naturally high 

(ill) Tlie^ mpnpy4en_der himself, is suffering- from -shortness 
oLcapital He rarely receives deposits and has gene- 
rally no connection with the money market with the 
result that competition among borrowers drives up 
the rates 

(iv) The lack of education and _J;he..conservatiye, habits of 

the people'^ M’e also responsible for the high _rates 
of interest chaigetl by 'the money-lender The people 
haviT neither ' the abihty nor 'the desire to enquire 
into the possibilities of getting cheaper money from 
uiban centres and the Bengal Committee go so 
far as to say that although an individual money- 
lender may be disliked in the locality for his excess- 
ive rates or the severity of his treatment, the 
public on the whole do not conhemn the high rates 
of jiiteiest ordinarily charged by monev-lenders 

(v) Th e money-len derla_expeDses-of -collection-and -manage- 

ment of loans given_tpjinnumerable small borrowers 
ilYe~much Tiigher” than.-similar expenses of, say, a 
]oint-stock bank, and this fact accounts for the maxi- 
mum limit of inteiest bemg_ fixed as high as 48 per 
cent in the English Moneylender’s Act, 1927, and 
42 per cent m the Uniform Small Loan Law in the 
United States of America 

115 We agree_ wit h the Proyin ciaLCommittees that -the -money- 
lender IS an in dispensable^ fealure^ of , Indian -rural -economy He„ 
i^jeasily^^accessible His methods^ of ^busmess are simple and 
elastic H^ e mai nt ains a close personal contact witl^ the boirower, 
oft en h aving hereditary^ relatiOTs^witlT'fBe'fami^ of thonborrower 
His lpcariIcnowle'dge-and„expenence*andrins presence- on the spot 
enable _hun to_accommodate-.per8onB. without- tangible assets aiid^ 
yet protect himself against losses More than one Provincial Cem- 
mittee have, however, referred to-the gradual declme in th'e b'usinrss 

* Rusticus Loquitor by M. L Darling, pages 329 and 330 

V 2 
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of the professional monej -lender in recent times as evidenced 
among other things from the number of indigenous bankeis and 
moncy-leiideis declared insolvent This ib attiibiited to lanons 
causes, the most impoitant of which aie the following 

(i) the geneial economic clepiession which has affected him 

both 111 his capacity as an agi icultuiist and tiader 
and as a lender to the agncultuiists, 

(ii) the legal piotectiou gnen to the agiicultuial boiiowei 

by legislation such as the Land Alienation Acts, the 
Usurious Loans Act, the Civil Pioceduie Code, etc , 
to which we shall refei in a latei chapter, 

(ill) the giowdh of the eo-opeiatne societies, 

(i\) the courts’ delays, both m the matter of awarding 
decrees and in their execution, and 

(v) the prevalem. suspicion in some quarters against the 
w^hole money-lending class on account of the ques- 
tioiivihle practices of some of them 

Some existing Legislation. 

116 "With a view to piotecting the honest borrow’ers and 
lenders, various measures have been recommended by the Provin- 
cial Committees Before proceeding to examine these recommen- 
dations we should like to refer to some existing legislation dealing: 
with money-lenders and usury 

(1) The Paujab Regulation of Accounts Act, 1930 — ^This Act 
was passed m 1930 and will come into foice on the date to be 
notified by the Provincial Government not earlier than 6 months 
or later than one year after the date of final publication of rertam 
rules under the Act These rules have only recently been pub- 
lished The Act imposes certain obligations on ci editors, by wdiich 
IS meant peisons wdio m the regular course of business advance 
loans, whether of money or in kind, at inteiest, excluding, how- 
ever, loans made to tiadeis, i e , wdiolesale or retail mei chant, 
commission agent, biokei, manufacturer or factorj'-owner The 
duties imposed aie the legular record and maintenance of the ac- 
count of each debtor separately in a manner prescribed by the local 
Government , and furnishing each debtor eveiy six months with a 
legible statement of account signed by himself oi his agent, show- 
ing the amount of loan outstanding and all transactions i elating- 
to the loan entered into dunng the six months to which the state- 
ment relates The accounts have to show interest sepal ately from 
pnncipal and the creditor cannot, in the absence of agreement, 
include the interest m whole or in part in the principal sum In 
any suit or proceedings relating to a loan, the Court is empowered 
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to disallow the whole or a portion of the interest found due if the 
creditor Has not regularly recorded and maintained his accounts. 
The Court is further empowered, in cases where the creditor has 
mot furmshed the six-monthly statement to the debtor, to exclude, 
in computing the amount of mterest due, every period foi which 
the creditor has omitted to furnish the account or has delayed it 
and has not been able' to show sufficient cause to the satisfaction 
of the Court for the delay The Act is said to be an experunent 
in controlling and reforming the money-lender by law and is not 
yet m operation We commend this piece of legislation to the 
other Provincial Governments for consideration We desire to 
bring to their notice certain difficulties which have to be sur- 
mounted in this connection and which have been referred to in 
paragraph 176 of the Eepoit of the Punjab Committee We wish 
further to add that such legislation may usefully provide for the 
money-lender invariably granting receipts for all repayments made 
by the borrower, maintaining counterfoils thereof An alterna- 
tive arrangement would be to prescribe that the money-lender 
should give to each of his borrowers a pass-book which should 
record all leceipts and payments as well as the interest chaiged 
periodically 

(2) The Usurious Loans Act of 1918 — ^Before 1918, the legal 
position regarding usury was that Courts were obliged to decree 
interest at the rate fixed between the parties and the only remedy 
against unfair bargains was for the debtor to plead undue in- 
fluence This piovision was not, however, of much help to the 
ngricultuiist The Usurious Loans Act of 1918 attempted to im- 
prove the legal position of the bonower in vanous w^ays It em- 
powered the Couit to leopen and examine all loan transactions, even 
when they came before it m insolvency pioceedings, if in its 
opinion the interest was excessive or the tiansaction between the 
lender and the borrower substantially unfair The Act covered 
cases of both money and giam loans and though it did not define 
the teims ‘excessive’ mterest and ‘unfair’ transactions, it laid 
•down certain ciiteria for the guidance of courts who have been 
told to take into account in deciding such cases the following consi- 
derations — 

(i) the iisk taken by the creditor, including the presence or 
absence of security and the financial condition of the 
borrower, 

(u) the vanous other charges besides inteiest made by the 
creditor such as chaiges, m money or in kind, for 
expenses, mquiiies, fines, bonuses, premia and 
renewals, 

(ill) the compound interest, if any, charged, and 

<iv) all the circumstances attending the loan including the 
need of the debtor 
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The Eoyal Commission on Agnculture reported that the evi- 
dence tendered before them conclusively showed that the Act 'was 
practically a dead letter, but as they had heard no evidence from 
Civil Judges, they recommended that an enquiry be made in every 
province into the causes of the failure to utilize the Act We re- 
quested the Provincial Committees to make this enquiry and the 
results of such enquiry will be found in the Provincial reports 
These show that the Act is not a dead letter as suggested by the 
Eoj'al Commission, though most of the Committees admit that 
there are various defects in the Act which require to be remedied 
We are of opinion that the Act is capable of being worked to 
the advantage of the debtois in many provinces and should be 
retained In Bombay, the Act may not have been resorted to 
frequently because the Deccan Agiicultiirists’ Belief Act gives 
greater lelief to the agriculturist With regard to other boiTowers, 
the Act would, howevei, be useful We aie unable to agiee with 
the suggestion to amend the Act so as to fix a definite statutory, 
limit to the rate of inteiest This will be neither practicable 
nor effective If such a limit is consideied necessarv, we think 
that the proMsion should be made in a different way, viz , that 
inteiest up to 12 per cent pei annum shall not be considered exces- 
sive within the meaning of section 3 of the Act The difficulties 
mentioned by the Bengal Committee in then report, namely, want 
of sufficient evidence to show the usual prevalent rate in the locali- 
ty, the difficulty of establishing that a tiansaction is substantially 
unfair, the difficult} of secimng sufficient evidence to pio\e that 
consent was obtained by undue influence or unfaii means, aie 
really matteis lelating to questions of fact and the courts should 
decide them as best as they could on the mateiial placed before 
them We also agree with the Boyal Commission that if 
the Act weie full} utilized, it would go fai to relieve the 
countiy of some of the worst e\ils of uncontiolled usury and fur- 
ther, that a special lepoit on the noiking of the Act should be 
included in the annual leports on the adinmistiation of civil justice 
(3) The rule of daindupat — ^This is a rule m the Hindu Law; 
of Contract accoiding to which interest exceeding the a,mount of 
the piincipal cannot be recovered at any one time This lule is 
said to be m force in certain parts of Bombay and in the town of 
Calcutta, but it is not recognised m the Bengal Presidency outside 
Calcutta or in the Madras Presidency It is understood that there 
IS a diffeience of opinion as to whether the rule is in force in legard 
tc interest on mortgages governed by the Transfer of Property Act 
The lule is also recognised by the couits in Berar According to 
the Central Piovinces Provincial Banking Enquiry Committee, 
this rule has not been of much seivice to the people as the courts 
'do not go below the last agreement or contract The Bengal Pio- 
vincial Banking Enquiry Committee have recommended that a 
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general legislation limiting the total accrual of the interest to the 
amount of princpal originally lent should be enacted In Santal 
Parganas it is reported that in no case the accrued interest can 
exceed the principal and the restriction is said to be effective 
because the administration is still of a personal character We 
'do not think that legislation on the lines recommended by the 
Bengal Provincial Banking Enqmry Committee is practicable 


Suggestions Eegaeding Licensing and Conteol of 
Money-lendees " 

117. We will now proceed to deal with the general recommenda- 
tions of the Provincial Committees in regard to money-lenders 
iThe Central Provinces and Bengal Committees are in favour of 
compulsory registration of money-lenders The Madras, Bihat 
and Orissa, Burma, and Central Areas Committees, on the 
other hand have recommended only optional registration, while the 
Punjab, Bombay, and Assam Committees do not at all support 
the proposal The United Provinces Committee have received 
ivarious proposals for restricting the money-lenders’ operations, but 
have approved of none of them and have nothing concrete to 
suggest 

118 The aigiirnents for compulsory registration are as 
follows — 

(1) It is in the interests of the lai^e mass of agricultural 

population that such defects as exist in the present 
■^^blein of money-lending should be removed and that 
the temptations of unscrupulous persons to practise 
dishonesty should be minimised These interests 
should over-ride consideiations of peisonal inconve- 
nience or prestige The pioposal is less drastic than 
other legislative remedies such as the Deccan Agricul- 
turists’ Belief Act and the Punjab and Bundelldiand 
Land Alienation Acts 

(2) The Central Provinces Committee believe that very few 

among the responsible persons in the class of money- 
lenders aie likely to offer any objections to the intro- 
duction of a system of compulsory licensing, but other 
Committees do not share this view (vide paragraph 
119 below) 

(3) The members of one of the liberal professions, viz , the 

lawyeis, are all registered and have to take out 
licences in the public interests before they can practise 
in their profession The members of the medical 
profession are also registered There can, therefore, 
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be no legitimate complaint on the part of professional 
money-lendeis against registration 

119 The following are the aiguments against compulsory re- 
gistration of money-lenders — 

(1) Few money-lendeis would be willing to submit to any 

restiictions unless the} were given special facilities for 
recoveiing their debts fiom defaulters This could 
not be done without piejudicing other inteiests of 
equal, if not greater, impoitance, nor could it be 
done at all unless the number of money-lendeis’ 
licenses weie lestiicted to compaiatively a few in 
each district, a couise to which theie are obvious 
objections 

(2) In India we have to deal with an illiterate class of 

bonowers wdio cannot affoid to lose the goodwull of 
the creditors on w'hom they are dependent It is 
little use passing legislation wdiich on account of the 
strong position of the money-lender can be easily 
evaded As showm by the expeiience of the Deccan 
'Agriciiltuiists' Belief Act, the more restraints aie 
placed on the money-lenders, the worse becomes the 
position of the borrower 

(3) It would also be diflScult to make provision foi the in- 

clusion of a class of people W’ho, though not inone}^- 
lendeis themselves, lend their suiplus money to 
otheis 

120 Vaiious conditions of licence have been suggested in con- 
nection with coinpiilsoiy or optional legistiation They aie — 

(1) Fixing the maximum late of inteiest One suggestion 

IS that the mone} -lenders’ late should not be more 
than 3 pei cent above the bank late Another siicfges-, 
tion IS to fix the maximum late accoiding to "the 
special ciicurastances of each pioMnce and, if neces- 
sary, foi diffeient parts of the same piovmce and for 
the difteient classes of boiiow^eis, such as agiicul- 
tuiists and non-agiiculturists 

(2) The money-lendei should keep his accounts in a standaid 

foim and allows tliem to be inspected by a Govern- 
ment auditoi once oi twice a yeai 

(3) Beceipts should always be gianted on countei foils foi all 

payments made 

(4) The account of each individual b'oi lower should be 

separately maintained and a copy of it furnished 
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whenever demanded by the money-lender’s clients, 
on payment of writing charges, subject to not more 
than one copy of the account for six months 

(5) The mone 3 "-lender should be encouraged to advance loans 

as far as possible against receipts issued by ware- 
houses and agricultural Imndts of not more than six 
months’ usance The object of this is to -use the 
money-lender, by affording special banking facilities 
for him, to create that large amount of self-liquidat- 
mg agricultural paper which the countiy needs for 
the efficient workmg of its banking and currency 
system 

(6) Compound interest should not be prohibited, but the 

period of rests should be not less than one year 

(7) The practising of money-lending without a hcence should 

be an offence punishable by law 

121 The following privileges have been recommended for the 
licensed money-lenders — 

(1) The procedure already m force for the recovery of public 

demands should be made available to registered 
money-lenders for the recovery of loans made against 
agricultural hundis and warehouse leceipts It is 
suggested that the ouick procedure is absolutely 
necessary not only in the mterests of debtors and 
creditors alike, but also foi the smooth working of 
the entire banking and cuirency machinery, as the 
failure of the registeied money-lenders to realise their 
just dues might make it impossible for the banks to 
discount their agricultural paper 

(2) Banks should be peisuaded to advance money to re- 

gistered money-lendeis on the security of their agri- 
cultural paper Should banks be slow to respond, 
Government should use its good offices to induce the 
joint-stock banks, aud failing them the Impeiial Bank 
of India to discount this papei Bailing all these 
alternatives, the utilization of the postal savings bank’ 
deposits for financmg registered money-lenders is 
suggested It is, however, hoped that such special 
measures will not be necessary 

(3) Begistered money-lenders should be given the same re- 

mittance facilities as are allowed to banks by the Im- 
perial Bank of India and to co-operative societies by 
the post office 
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(4) The registered money-lender should be allowed to open 
current accounts with the post office withdrawable 
by cheque within the area of the sub-division m which 
he operates Payments to this aecount by his cus- 
tomers may also be accepted at any post office within 
that sub-divisioTD 

Our Proposals. 

122 The mam objectives of the proposal to introduce a system 
of licensing money-lenders are tw'o to ^reduce _the_ high-rates-of 
interest charged by them and to control, and_ to^, remove — ^the 
dishonest practices among curtain members of their class As re- 
gards the question of interest, we have already lefeired to the mono- 
polistic position of the money-lender in large aieas and to the various 
other factors such as risk and the expenses of collection that contri- 
bute to the present high interest lates In our opinion, a leaLjind 
lasting solution can only be found by the spread of education, the 
extension of co-operative and jomt-stock banking and by the train- 
ing of the boi rower in habits of thrift and saving Meanwhile 
we feel that if the Usurious Loans Act can be more fully utilized 
and if the measuies we lecommend aie earned out, we shall have 
done all that is desirable and practicable m the piesent ciicum- 
stances in legaid to this matter As regards the second objective, 
namely, to stop the fraudulent practices of the money-lending class, 
we have already made a recommendation that the enactment of 
the provisions of the Punjab Pegulation of Accounts Act 
might be considered by other Provincial Governments We hope 
that if similar legislation were introduced and worked success- 
fully 111 other pio-vinces, many of the complaintb against the 
mone-^ -lenders bucli as manipulation of accounts, insertion in 
written documents of sums m excess of the actual money 
lent, and taking of thumb impression on blank paper and 
insertion of aibitiary amounts later, vould '^oon disappear We 
further consider that the periodical receipt of statements of debt 
and interest due would in a sense begin the financial education 
of the agriculturist who is an imprudent borrower He wrll learn, 
sooner or later, to scrutinize the account, to realize the advantages 
of prompt repayment and the necessity of reducing his expenditure 
to be able to meet the demands of his creditors and last but not 
least, to save against a rainy day and avoid getting deeper into 
debt in a hopeless spirit of fatalism when bad times overtake hrm 
We are therefore not m favour of the proposal to introduce a system 
of licensing mone}^- lenders, either compulsory or voluntary 

The other fraudulent practices which have been already men- 
tioned are the petty exactions for writing and other charges and of 
certain forms of services and the demand for presents for doing 
business The courts are empowered to take these into account 
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under the Usurious Uoans Act in the disposal of cases coming 
before them In the English Moneylenders Act there are certam 
salutary provisions in regard to these and some other important 
matters We summarize these provisions belov? — 

(i) No amount shall be charged by the money-lender for ex- 

penses, incidental to or relating to the negotiations 
for 01 the granting of a loan by a money-lender 

(ii) The enhancement of interest foi default in repayment 

shall be illegal 

(m) No contract for the repayment of money lent by a 
’ money-lender shall be enforceable if there is no note 
or memorandum in writing of the contract made and 
signed by the borrowei or if it is proved that the note 
or memorandum mentioned above was not signed 
before the money was lent 

We recommend that similar provisions should be introduced in 
India by legislation m regard to money-lendeis as defined in the 
Punjab Regulation of Accounts Act, 1930 This definition will 
exclude from the operation of the Act financial transactions between 
merchants and loans to traders If it is found necessaiy in connec- 
tion with the first of these provisions to permit the money-lender 
to recover certain classes of expenditure from the boirowei , these 
should clearly be specified in the legislative enactment 

The English Act also goes so far as to prohibit compound in- 
terest We are not prepared to lecommeud such prohibition as it 
will only lead to frequent and unnecessary renewals of loans on 
fresh bonds with interest added to principal and may foice the 
money-lender to have recourse to the courts oftenei than at pre- 
sent, therebj^ increasing his expenses and the interest charged to 
the borrowei 

123 Other important suggestions made for improving the pie- 
sent position are — 

(1) Mcncy-lendeis may be induced to join co-operative 

societies om the condition that they cease lending 
piivately to the members of such societies We 
approve of this proposal which is in effect an attempt 
to bring the wealth and experience of the money- 
lender inside the co-opeiative movement He may 
fill any position to which be may be elected by the 
vote of the members His piesence may be invalu- 
able in the managing committees of co-operative 
societies 

(2) Expeiiments may be tned to form^ co-opeiative_societies 

mone y-lenders which^ should lend. to..,the primary^ 
societies and not to individuals We are not sure 
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how far such a scheme will be popular among the 
money-lending class Although we are told that the " 
money-lendei’s leahzed rate of interest is considerably 
less than his stipulated rate, we do not thmk that 
the net return on his capital is so low as to tempt 
him to confine his loan operations to primary societies 
and be content with a rate of interest which cannot 
m the nature of things exceed the rate charged to 
societies by central banks 

(3) In^ course _„of„time,.jomt-stpck_ banks ,may„.entruat--re- 

gistered money-lendeis as they grow: m strength and 
mspfe more confidence, wuth such agency functions 
as_ accepting deposits, makmg remittances 'and pay- 
ments This would remedy one of the obstacles to 
branch banking in India, namely, the complete 
Ignorance of the urban banker as to the conditions 
prevailing in the mufassil and the high cost of running 
a full-fledged branch in the interior with a respon- 
sible manager We shall deal with this and the pro- 
posal m the succeedmg clau'^e in the chapter on mdi- 
genous bankers 

(4) If business develops, the registered money-lender may 

be transfoimed into a full-fledged branch of the 
financing bank , or if it is desued to hmit the habih- 
ties of the bank in a ceitam place, the bank may 
enter into a partneiship with the registered money- 
lender on what is known in Germany as the 
‘“Kommaudit” piinciple, under which, instead of 
opening a bianch m a place, a bank becomes the 
financing paitner of a local private money-lender, 
whose advantages of unlimited liability and local 
knowledge are thus letainei without involving the 
bank in the expense and heavy liabilities of a new, 
blanch ' 

<5) The Bombay Committee lecommend that district autho- 
rities should watch the conduct of the Pathans 
engaged in money-lending and take, wheiever neces- 

, sary, the initiative m piosecuting the Pathans if they 

are found to harass the people Where complaints 
about Pathans aie common and no proceedings can 
be taken against them undei the ordinary law, they 
recommend that Government should take action 
under Section 3 of the Poreigners Act or under some 
special legislation and deport such money-lending 
\ Pathans as are found to be a menace to society So 

* far as Pathans and other itinerant money-lenders 

- follow in common with other money-lenders some of 
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the dishonest and fraudulent practices mentioned m 
our Eeport, w.e.jscmsidei that, the, mea sui es ^that "we 
have lecomme^ed aie sufficien;^ to_^deal with them' 

[ BuTwKSjo these people take extra-legal steps for the 
' recovery of their money as biought out prominently 
\ m the repoit of the Bombay Committee, we consider 
that special action is necessary foi protecting the 
borrower from the methods employed by them We 
‘ readily support the proposals of the Bombay Com- 
mrttee m this matter and we hope that Provmcial 
r Governments will take early steps to deal with any 
" such insidious menace to society We strongly drs- 
approve of the practice biought to light by the Bengal 
Committee, under which the borrower is made to sign 
a promissory note stipulating that the loan shall be 
repaid in an^' of the several districts mentioned there- 
in, so that 111 case of default of the borrower the 
money-lender could sue and obtain an uncontested 
decree in a distant district and thereafter execute it 
in the district of residence We, therefore, suggest 
that courts should be empowered to dismiss cases of 
this land brought before them by money-lenders for 
recovery of sums due from borrowers m distant 
districts 

( 6 ) Although there may be no justification for the grant of 
special facilities to money-lenders for the recovery of 
their dues which are not available to other classes of 
lenders, various Provmcial Committees have pomted 
out that the existing hardships experienced by an 
honest money-lender in recovering his dues are so 
great that m the interests of both the honest money- 
lender and the honest borrower it is necessary to take 
steps to impiove the position The recommenda- 
tions made by the Provincial Committees m this con- 
nection will be found in Appendix PEI where we have 
indicated our own views in the matter On the whole 
we are satisfied that most of these recommenda- 
tions will tend to reduce the expenses of the better 
class of money-lenders and result generally in a re- 
duction of the buiden of interest charges now home 
by the honest borrower 
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EUEAL FINANCE— (contmiied) 

Indigenous Bankers * 


124 We referred in the previous chaptei to the absence of re- 
hable statistics regarding money-lenders We are confronted with' 
a similar dif&culty in the case of indigenous bankers The follow- 
mg statement gives the mformation collected by the Provincial 
Committees * — 


Pmmnc^ 


Number 


Madras . • • 


Bonibay • 

Bengal 

United Provinces . 

The Punjab , 

Burma • 

Bihar and Orissa . • 


Central Provinces 

Assam 

Central Areas 


No figure is given , the communities that 
do banking business are the Nattukkottai 
Chettis, the Multanis, the Marwaris, the 
Kalladaikunchi Brahmins and the Ko- 
maties (Vaisyas) 

20.000 (estimated, mcluding money- 
lenders) 

Number not ascertained, but it is stated 
that there are only a few indigenous 
bankers Number is decreasing 

260 (estimated number of indigenous 
bankers who are willing to receive 
deposits , the number of modern indi- 
genous firms IS 7) 

66 (according to information obtained 
from income tax officers , distributed over 
11 districts, m 18 districts tnere is not 
a single indigenous banker) 

Total number of Chettivar offices in Burma 
IS estimated at 1,660 

100.000 (estimated number of persons 
conducting the money lending part of 
banking business Besides, there are about 
700 shroffs and urban money-lenders pay- 
ing income tax and a large number not 
estimated, who do not pay income-tax 

There is only one indigenous firm winch 
habitually receives deposits as a matter 
of ordinary business 

No information 

29 in Ajmer Merwara, 43 in Delhi and 29 
Hindu bankers in the North-West 
Frontier Province, besides a larger 
number of Muslims Those figures are, 
however, not reliable, as they are not 
based on the definition given m para- 
graph 107. 


• For the diSoronco between indigenous bankers and money-lenders see 
paragraph 107 


( 94 ) 
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125 Ko^eliable- estimates of ttm capital employed have beem 
given^for_all the^proyinces, but it. is recognized that amongst thoa 
agencies financing agr^ltm^ and^the internal trade and small^ 
ipHustrfes7_ ihd igenous^.bankers occupy. a„ prominent position \ 
The BurmaT^ommittee have estimated the total of Ghettiyaf capital 
employed in Burma at Be 75 crores, of which Es 53 J crores are 
supphed by the propnetors of the firms, about Es 10 crores are 
borrowed from non-Chettiyar sources mcluding banks and about 
'Es 11^' crores obtained from deposits The Madras Committee 
estimates the capital (owned and borrowed) employed m the Presi- 
dency by the Nattukkottai-Chettiyar agencies at Es 11 crores 

126 As th e accepta nce of .deposits is one .of the features that' 
distingmshT^jianker- f rom-a - mone\Mender, ~ we examme- beIow.:the 
p ra^ce~wit li-iegard-to acceptance-ofi deposits by the various classes 
of indigeno_u a-bankers~in the 'provinces,- ‘indicating -at the same 
tune the other-sources from-which these bankers "supplement their 
c^^ital 

Assam — ^Indigenous bankers m Assam do not invite deposits 
a nd som e ofjthem do -not-nccept— them Deposits, if anj", are 
mostly on cuirent accounts and interest is paid generally from 4 
to 9 per cent per annum Pixed deposits are also received by 
some firms at an interest of 6 to per cent pei annum 

Bombay — ^The Bombay shroffs receive call money, short-term 
d eposits and _4^ed .deposits and ~ keep ' cuiTent ' deposit accounts as 
w ell 'a~8 i ixed.deposiLaccQUDt6 During the busy season they have 
to replemsh their resouices by boriowing, which is generally 
between sliioff and shioff, except m Bombay and othei big cities 
where such accommodation is obtained to a certain extent from the 
Imperial Bank of India and the ]oint-stock banks on demand pro- 
missoiy notes drawn by two approved shioffs, or by discounting 
hundis endorsed by them The rate of inteiest which the shroffs 
allow then customeis for deposits ^anes from 4 to 6 per cent m 
the busy season and from 3 to 4 pei cent in the slack season The 
ofl&cial rate of interest of the Marwadi Chambei of Commerce for 
current accounts is now 6| pei cent per annum It is, howevei, 
open to shroffs to inciease or deciease the rate by mutual agreement 
so that the late usually vanes from 3 to per cent The borrow- 
ing shroff has also the option to leturn the money whenever he 
desires The call money rate in the Multani bazar varies between 
3 to 6 per cent per annum according to the conditions of the 
money market The Bombay and Alimedabad shroffs lend nionev 
among themselves at a comparatively low rate of interest, 4^ to 6 
per cent in Bombay and not more than 6 per cent m Ahmedabad 

B eng a I — The rece ipt of _dep.a 3 itBJwas-once. one-of-the-important 
lunctio ns of thejindigenou s. banker^ _ but _^thi8 >— bi anch— • of •" their 
business has been steadily dwindling owi ng to^the^cppapetition of 
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the laige jomt-stock banks and of Grovernment on the-one hand, 
and of the co-operative banks and loan offices on the pthei The 
rates of inteiest paid vaiy'from 6 to 12 per cent on fixed deposits 
and 3 to 9 pei cent on current accounts It is said that the 
depositors aie attracted to othei institutions on account of the 
sense of securit}’ engendered by publicity of opeiations and busi- 
nesslike methods of such institutions. 

Burma — The Chettiyais take deposits fiom non-Ghettiyars, 
amounting at times to as much as 6 ciores The bulk of the 
deposits are fixed deposits^ for three, six or twelve months, either 
at a fixed rate of interest or at a fluctuating monthly rate of an 
anna or two below the Chettiyar current rate The customary 
period of deposit is three months, and fixed rates of interest are 
the general practice, being generally 7 to 10 per cent per annum. 
Current account deposits taken mostly from traders and shop- 
keepers carry interest ranging from 5 to 11 per cent per annum 
There is also mter-Chettiyar borrowing both in the form of fixed 
deposits and call money Further, the Chettiyars borrow money 
from the Imperial Bank of India and ]Oint-stock banks m the fond! 
of loans and overdrafts This is estimated at a maximum of 
Es 3 croies in the busy season The rate of interest is 1^ to 2 
per cent above the bank rate in the case of the Imperial 
Bank and 2 to 3 per cent above the bank rate in the case of other 
banks 

Bihar and Onssa — Some shroffs are able to attract deposits, 
but generally speaking this business has declined and is declming 
since the shroff, with his present methods of banking business and 
the combination of such business with trade and other activities 
cannot inspire the same confidence as attaches to Government, 
Government-aided institutions, or ]omt-stock banks with their 
open methods of business and audited balance-sheets Most of 
these deposits come from the shroffs’ acquaintances or those with 
whom they have business dealings Some shroffs aie however 
able to attract deposits from the general public All deposits 
are on cuiient account, and the interest rates vary fiom 4 to 6 per 
cent m the case of first-class shroffs and from 6 to 9 per cent m 
the case of second-class shroffs depending upon the amount of the 
deposit, its probable duration, the personal relations existing 
between the shroff and the depositor and the state of the maiket 
Shroffs also borrow money from banks and other shroffs on cash’ 
credits and khata peta advances against hundis 

Central Provinces — The fiim of Bansilal Abirchand is the only 
indigenous firm in the piovmce which habitually receives deposits 
as a matter of ordinary busmess Deposits are more often taken 
by bankers who have extensive busmess of other sorts and are 
used for financing their business other than bankmg All indigen- 
ous bankers state that deposits constitute a very small fraction of 
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4lieu woikiiig capital Cuiient deposits aie very rare and the 
late of inteiest on such deposits seldom exceeds 3 to 4 per cent 
^ei annum Fixed deposits aie geneially foi six months or for 
■twelve months The late of interest is about 5 to 6 per cent per 
annum on fixed deposits foi twelve months , and in regard to fixed 
deposits foi SIX months, it is 6 to 7^ per cent in the case 
of the best bankeis in the busj^ season and 21 to 3} 
per cent in the slack season BanWs who have surplus cash 
utilise it by buying muddati hundis fiom other bankeis, the late 
for such tiansactions being about 5 pei cent per annum 

Ceniral Areas — fil Apner-Mencara — Only 3 of the indigen- 
ous bankeis in Ajmer-Meivaia raise substantial amounts by 
dejxisits The general tendency is lo avo^d receiving deposits 
■except fiom personal friends and relatives who aie not likely to 
embaiiass the bankeis by demanding back money at inconvenient 
times Some of the indigenous bankers are reluctant to give even 
o per cent on deposits but those who depend for their finance on . 
deposits pay interest varying bet^^een 3 and 5} per cent The 
late of interest on loans among bankers is 3 per cent in the dull 
season and goes up to 6 per cent in the busy season 

('ll) Delhi , — Indigenous bankers in Delhi do not generally take 
deposits except from personal fi lends and relatives and the more 
substantial of them do not accept any deposits Only about five or 
SIX accept demand deposits The rate of interest on deposits vanes 
between 3 and o per cent The total deposits taken are estimated 
at less than Bs 5 lakhs Funds are raised mainly by the sale 
of hundis, and also to some extent by the rediscounting of usance 
and demand bills and on cash credits from banks Cash credits 
aie also quite common as a fonn of inter-lending among the indi- 
genous bankers themselves The rate of inter-lending among 
bankers is usually under 6 per cent per annum 

(ill) North-West Frontier Province — The amount of deposits 
taken by indigenous bankers m the Norbli-West Fiontier Province 
appears to be substantial in the aggregate The rate of interest 
vaaies between 3 and 8 per cent according to the standing of the 
shioff Though some of the shioffs do not vary the rate in differ- 
ent seasons, generally speaking there is a difference of about 2 ]ier 
cent in the rates between the busy season and the slack season 
Big shioffs, however, avmid deposits Some of the shroffs borrow 
from the Impenal Bank of India and rediscount their bills in the 
"busy season 

Madras — The Chettiyars take deposits, both current and fixed, 
hut they do not now take much of the foimei as they do not keep 
fluid resources The rates of interest allowed for deposits vary 
^nd the average rate for current deposits during 1928-29 was 8 92 


o 
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per cent per annum The Chetti-^ar bankers borrow from the Im- 
perial Bank of India on joint signatures usually at 1 per cent above 
the bank rate 

The Multanis rel} for their funds mainly on their own personal 
resources They also borrow at comparatively low rates, namely,. 
4 to 6 per cent, from then community at Shikar pur They do not 
receive large sums in deposit, but tJiey take cunent deposits locally 
at rates varying from 3 to 6 per cent They also borrow at the 
bank rate from the joint stock banks, chiefly the Imjienal Bank, 
the Indian Bank and the foreign exchange banks 

The Maiw'aris do not obtain large funds by local depooits, nor 
do the}^ borrow^ on a large scale from other banks They rely on 
the funds of the community in Rajputana which are usually avail- 
able at the rate of 4 to 7 per cent 

The Kalladaikurichi Brahmins take fixed deposits at 6 to ° 
per cent and current deposits at 5 to 7 per cent They also borrow' 
and their boirownngs roughly equal then owned capital 

Pim'iah — Funds arc raised by deposits, by drawing hundis and. 
rediscounting them, and by loans and cash credits secured on 
house property or Government securities The owned funds of 
the indigenous bankers in most cases are less than their borrow'- 
ings All do not take deposits, but those ivho take them pay 
anything up to 6 per cent according to icarket conditions and the 
period of deposits On hundis and loans, the rates vary with the 
bazar or the bank rate according as the dealings are with the 
bazar or a bank The bazar rate for fust class hundis is ^ to 1 
per cent below the bank rate 

United Provinces — Although indigenous bankers are reluctant 
to accept deposits and rely more on then owm capital, on such 
deposits as they receive they pay interest at rates which varv with 
the demand of the season They borrow' from one another at 
rates varying from 4J to 9 per cent, 6 per cent being the most 
r'lmmon rate 


N-^tdre, extent and methods of business 

121 As _in th e case of , money-lenders , tlm indigen^s_bankerJls- 
ojrerations "are not attended wuth for malfties' "arid delays His. 
accounts are kept in a simple and'lfcoiibmiFaJ"'way-.but are accurate 
and efficient He is easily and always accessible His jestabh^h- 
ment is not costly and there is no -elaborate' staff'^ Geneially". 
speaking he receives no special bankmg education, except what is 
picked up in the course of business and from past experiences of 
his"/irin 
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128 It IS pot ord ina rily piacticAble_.t oLJ.he-iBdiafenous»bankei:. to 
establish direct busine ss relat ions, with ..the ryot He_ii nanc8s aerri- 
cuftiire tlnoligiriocal sahukais qr^ money-lenders In_BiLrma_most 
of HjeTlE eWiyai s loans aiejnade, to„agucultuLeu_and ^a^peculiai 
feat uie of th e _finaDce is that the_ Che ttijau sends „out„one^of Jus 
cl ^s to t ile -villages to deal with locaUoiLoweis In Bihai and 
Oiissa the indigenous banker lends to gram ineichanta and 
goladars, and advances diiectly to zemindais and ryots who have 
an easy access to towns In all piovinces, he also induectly 
finances agiicultuie by financing internal tiade In provinces 
wheie the Land Alienation Acts are in foice, the mdigenous 
banker has ceased to advance against agiicultuial land 

129 Whi le b is ielations_to_agiiculUae_aie-geneially , ^exceptun 
Burma, ind irect , he Jias ,alwa>s jnaintained aldose peisonal touch 
wf OiTTh e trade! and the sma ll. industrialist We ^h all deal in a 
la tei chapter more fully_ with the impoitant_pait. plaj^ed. by Ttlie 
indigenous^bankei,in-,financmg, trade^-and-undustiy, but_it ma y be 
pomteiLout-liero-that“in"eonnectioii_with„such_financjng„operations 
he does a gqqd deaj of. general ..banking business -which -is- done-by 
lomt-stoclt banks, such— as buying and— selling- iemittance 7 '‘dis- 
counting himdis, receiving .deposits— and- advancing loans against 
stwkhntea^ _ Some of the .indigenous-bankers issue cheque books, 

* b ut^hli e che que£have only- a- limited -local- circulation 

130 The rnajority of indigenous bankers combine banking ^vitli 
some forrn of tTUdgL and '"tEeWapital 'employed in banking is. not 
distin^ished from jthat employed in trade The Punjab Com- 
mittee observe, and this is confirmed by other Committees as well, 
that their banking business has considerably .declined owmg to the 
coiUpAtition of 'tlie'joinLstock and co-operative banks and that they 
have been tempted to make up for then lost ground in banking 

developin g trading activities Othei .reasons -given -for _ the., 
dechne_are the Idi^of 'agency business in wanvis by the mdigenous 
bMkerSjjowmg to tlm establishment of blanches of exporting firme , 
theiieavy^stamp.duty on bills which has Jed..ta a restiiction of their 
b ill busines s , and to some extent ^ej^mpiation.to.speculate,, which 
exists in twl g~iio~a-wer ' y'Thu ch larger__extent„ than -m— banking" 
There'life'at the present day thiee kinds of indigenous bankers — 

(i) those who confine theirJuismess-Io -banking -proper-or 
whose principal business is banking, 

(ii) those who aie p iincipally t radeis oi _ ^paerchants . but 

em^v t heir surplu s, funds in banking busmens, and 

(ill) those who are both ba nkers and traders and cannot he 
easily class'ified as piincipally bankeis oi principally 
traders. 
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CHAPTER VIII. 


Eatbs of Interest 

131 The rates of interest charged by indigenous bankers on 
advances are summarized below — 


Name of Province 


Nature of Security 


Rates 

of 

interest 


Remarks 


Assam . 


Bengal . 


Bihar and Onssa 


Bombay 

Burma 


. (1) Village money- 

lender on condition 
of receiving crops 
for sale 

(2) Other customers 
, (1) Secured loans 

(2) Unsecured loans 

(3) Khata Peta 

(4) Promissory notes 
or Purjas or hundt^ 

. (1) Khata Peta (Money 

at call) 

(2) Muddati hundta 

(3) To non traders (de 

pends on the posi 
tion of the parties) 
For internal trade and 
other purposes 
Above Rs 6,000 in 
Rangoon 

risen here — 


Central Areas 


(1) Against gold 

(2) Against land, house 

property oi paddv 
in godown 

(3) On pro notes with- 

out security 

Ajtrcr Mcrwara 

(1) Ornaments 

(2) Produce and Rail- 

way receipts 

(3) Landed property 


(4) Personal security 
(according to 
standing of par- 
ties ) 


Per cent 
9—12 

18 

7^—15 
18—374 
6i— 0 
2—9 

6i— 9 
4—12 
12—18 

6—12 
10 6—12 76 


15—21 


12—24 
16 6—30 


I Varying with 
}- reference to 
I amount of loan. 

J 


6 — 7 ^ 


9 

6—9 


V Rates do not vary 
with the seasons 
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Narae of Province Nature of Sec 


Rates 

of 

interest 


Remarks 


Central Areas— confd 


Central Provinces 


Madras 


Delhi 

(1) Mortgage of pro 

1 perty 

(2) Ornaments 

(3) Verbal security for 

8 to 10 days 

(4) Losns io aritas and 

cloth merchants 

(6) To gram dealers, 
fruit and i egetab^e 
merchants 

North West Frontier 
Province 

(1) Ornaments 

(2) Verbal security 

(3) Pro notes for 60 

days 

(4) Muddati hundis 

(1) Gold and silver 

ornaments 

(2) Gmin and other 

produce kept in 
the godoAvn of the 
lender 

(3) Other cases 

(1) First class mort 

gages m towns 

(2) First c]as° mort- 

gages in villages 

. (3) Clean loans — ■ 

(a) town 

{&) villages 

I 

(1) Small leans * 

(2) "Weak Security 

(1) Mortgages 

(2) Produce 

(3) Pio notes 

l\) Hundia . 

(2) Other loans 


Per cent 


9—104 


9—12 


5— 

4J-8J 


7—18 


9—12 

9—18 


9—13 


}■ Chettijars 


18—24 j) 
9—12 'n 


Multanis 


12 — 16 I j- Marwaris 


12—18 

9—12 

up to 15 

/ 


Kalladaikunchi 

Brahmins 
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Name of Province 

Nature of Security 

Rates 

of 

interest 

Remarks 



Per cent 


Punjab 

For short-term loans 
from 2 to 6 months 
for trade and industry 
or in the case of ogii- 
eultuie till the next 
harvest 

8—9 

1 

Advances are made 
against all the 
usual forms of 
security, but prm- 
ripally against 

house property and 
ornaments A few 
give advances on 
personal credit 

United Provinces 

(1) Pro-notes and mort 
gage of landed 
and house pro- 

perty 

7i— 12 

Usual rate is 9 per 
cent 

1 


(2) Ornaments 

7.}— 12 

According to amount 
and material 


EELmoNs WITH Organized Banicing Institutions 

132 In Bombay, indigenoub banlceis whose names are ou the 
appioved lists of jomt-stock banks including the Impeiial Bank of 
India get ^advances fi’om these banks up to certain limits assigned 
to each In fixing these limits, -the Impeiial Bank -takes into 
account othei factois besides a party’s vorth Banks also make 
advance’s against shroffs’ hundts, the period of which is usually 60 
days’ In Bihar and Oiissa, the local ]oint-stock banks do very little 
Imndi liusiness with indigenous bankers, v^ho aie rivals lather 
than customers of- these banks The„ Imperial Bank, however, 
affords them facilities t'o lediscount then hundis m the busy 
season In Bengal, the indigenous banking firms of repute 
availlihemselves of the rediscounting facilities offeied by the Im- 
perial Bank, the ]omt-stock banks and in some cases by exchange 
banks The indigenous bankers in Assam have practically no 
dealings with the ]omt-stock banks, noi do they make much use 
of the Imperial Bank blanches Some of the Maiwaris, how- 
ever, have cuirent accounts at these blanches and can get cheques 
and hundis cashed there The Imperial Bank and jomt-stock 
banks make advances to Chettiyais in Bangoon m the foim of loans 
and ovei-diafts, on the security of Government paper and on 
promissory notes payable on demand The late of interest is 
based on the bank rate and varies according to the season The 
Imperial Bank is prepared to rediscount the hundis of indigenous 
bankers in the Bunjali at about ^ per cent above the bank rate 
but it IS reported that the indigenous bankers do not resort much’ 
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to the bank In the United Pio\inces, the accommodation which 
the indigenous bankeis leceive from jomi-stock banks is neither 
free nor regiilai, but is sought occasionally and only in the last 
resort when the bankeis’ owm funds aie exhausted and othei 
bankers give no further ciedit This is explained as due to their 
inability to fuinish adequate secuiity and then lefusal to dis- 
close then accounts oi publish a balance sheet, making it im- 
possible foi the banks to assess '•he hue financial position of the 
indigenous bankeis In Delhi, the indigenous bankers lediscount 
about 25 pel cent of muddati hundis with the Indian ]omt-stock 
banks including the Im penal Bank and keep deposits with them 
when the market rate of inteiest is low' On the wdiole, in Delhi, 
the indigenous bankeis get in times of need more credit from the 
Indian -]oint-stock banks than from the Imperial Bank 

133 InjillJ;he-.pio Vinces, the indigenous- bankeis get remittance 
fac ilities fiom the Im peuat-3ank on the .same teims„ as .the 
g eneial nub h e do The special concessions given to the jomt-stoclc 
banks are not extended to the nidigenous bankers, as the indigen- 
ous bankers do not keep any balances with the Impel lal Bank 
and do much less business wuth that bank than the ]oint-stock 
banks do 


Obg anization 

13d In a few centies in the Bombay Piesidencj' indigenous 
bankeis have organized themselves into associations, e g , the Bom- 
bay Shroffs' Association, the Ahmedabad Shroffs’ Association, 
and the Maiwadi Chamber of Commeice Theie is also an asso- 
ciation of shroffs at Calcutta Each association conducts its busi- 
ness on w'ell-defined lines and is governed by its own regulations 
Members of one association have dealings with those of anothei, 
but there is no organization foi interchai.ge of intelligence The 
indigenous bankeis work independently oi one anothei Co-oidi- 
nation is lacking among the vaiious classes of bankeis, though 
certain sections of them, such as the Marwadi bankeis and the 
Vaishya bankeis at Agra, are always prepared to help the mem- 
bers of then fraternity out of trouble 

Linking the Indigenous Bankers with the G-enbral Banking 

Systeim 

]35 Vauous proposals have been made for linking the indi- 
' genous bankeis with the geneial banking system This is consi- 
dered necessary as it will be long before it is possible to have pro- 
perly organized branches of commercial or co-operative banks 
scattered all over India Moieovei, the indigenous bankeis have 
been traditionally dealing with hwidis and it is thought that then 
framing, experience and resources will be helpful to encourage and 
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develop tlie bill habit The Assam Committee, howevei, obseive 
that the indigenous banker will be a nsetul link in luial fmanco 
only when conditions aie bionght about undei which the village 
monej-icndei will hnance cultivation on leasonable teims against 
leasonabl}' good secuiities Fiom this point ot view it has been 
suggested that if any inci eased facilities aie to be made available, 
they should piefeiably be given to co-opeiative oiganizations, as the 
benefit w^ould more diiectly descend to the cultivators than if the 
facilities w^ere given, say, to indigenous bankers It may also be 
mentioned m this connection that in the opinion of the Punjab 
Committee, the indigenous banker is bound to give way as com- 
mercial banking expands and that if such expansion continues, it 
is only a matter of time before the indigenous banker becomes 
extinct 

136 The proposals made by Provincial Committees are biiefiy 
summarized below — 

(1) The indigenous banker should be linked with the Central 
Banking Institution of the country as its agents at least in places 
wheie no other type of banking organisation is functioning and 
should be subjected to restrictions which will eliminate risks 
arising from speculation and his own business As regards the 
Imperial Bank of India, the Managing Governoi states in Ins evi- 
dence that at present that Bank utilizes the seivices of leading 
merchants and .shroffs in the inofussil for the collection of bills 
and cheques , the Bank has found this anangement very convenient 
and has nevei lost anything by using that agency , but the Bank 
has consistently opposed then agents undei taking any business on 
their owm account He adds that if a shroff weie appointed as 
agent of the Bank to do general banking business on behalf of 
the Bank, the shroff would not onlj expect to cany on his own 
business but also to do business which would be in competition 
with the Banlc Fuithei the Bank could not veiy w^ell differen- 
tiate and, if its othei agents washed to do money-lending business, 
it would almost be impossible to stop them Anothei aspect of 
the proposal as brought out by him is that, if the shroff guaranteed 
the business he put through foi the Bank, the Bank would have 
to allow him to take any steps he desiied in times of stress to pro- 
tect his owm inteiests These stejis might conflict wuth the Bank’s 
policy and lesult in undue piessuie being put on constituents at a 
time w'hen a more lenient course wmuld be in the mteiest of the 
country as a whole 

(2) Indigenous bankers satisfying certain conditions should be 
treated as ‘member banks’ on the approved list of the Beserve 
Bank wdien created They should he required to keep a propor- 
tion of then deposits with the Beseive Bank and should get the 
same facilities for rediscounting commercial paper as other joint- 
stock banks who are member banks, subject to certain obligations,. 
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such as the submission of their account books to peiiodical inspec- 
tion and conforming to the standard pi escribed by the Beserve 
Bank 

(3t Commercial banks including the Imperial Bank might dis- 
count the bills of indigenous baiiKCis moie freely It has, how- 
ever, been pointed out by the Managing Coveinoi of the Impeiial 
Bank that the question of discounting and lediscounting is largely a 
matter of security, and that good security commands all the bank- 
ing facilities to which it is entitled The following extract from 
the Report of the Bengal Committee tells a diffeient tale — 

“In the mofussil it has been stated that the branches of 
tiie Impeiial Bank evmce a lack of sympathy in their 
attitude towaids the indigenous bankeis Evidence 
has been received fiom two firms m Dacca that the- 
local branch of the Imperial Bank refuses to ledis- 
count hundts bearing the endorsements of even the- 
firms of highest lepute in Dacca towm A complaint 
has also been made that the Impeiial Bank does not 
affoid an'v special facihtj? or consideration even to 
the old, rehable and substantial Indian firms 

(4) In Older to letain public confidence, indigenous bankers- 
sliculd le-oiganize themselves on modern lines and become whole- 
time bankeis by combination and othei suitable devices, if neces- 
sary They might follow their own system of account keeping,, 
and Goveuiinent chouid encouiage le-organization on these lines 
by appointing such institutions, wdien formed, to be Government 
hankers leaving the Goteinment balances wuth them at those 
places wdieie there is no bianch of the Imperial Bank 

(d) With a view to cieating public confidence in the indigenous, 
banker, a class of licensed bankers shoukl be instituted on w'hom 
certain privileges should be bestowed in letuin for certain definite 
obligations imposed on them The privileges are (1) a special sum- 
mary pioceduie foi deteimination of then suits and foi the execu-^ 
tion of the decrees , (2) special legal enactment oi diiections laying- 
down that no court shall be at hbeity to vary the lates of inteiest 
stipulated in the tiansactions to which these licensed bankers are 
parties so long as these rates aie within a prescribed schedule, (31 
a definite assurance that the Imperial Bank shall not ordinarily 
open a branch at any place wdieie the licensed indigenous banker 
IS wmiking , (4; facilities to remit free of charge through the post 
office, under certain conditions, (5) facilities for remittance of 
funds through the Imperial Bank or the Reserve Bank at the same 
rates as are thaiged to all ]oint-stock banks, (6) grant of a sub- 
stantial rebate of duty on viuddati hundis under certain conditions , 
(7) grant of rediscount facilities by the Imperial or the Reserve- 
Bank on the same ieims as those enjoyed by the joint-stock banks 



a06 


CHAPTER VIII 


■subject to certain maximum limits fixed by the Imperial or the 
Heseive Bank, (8) giant of advances against gold and silver orna- 
ments by the Imperial oi the Eeseivc Bank at a piofitabk' rate 
undei certain conditions piesciibed liy the bank, and (9j provi- 
sion foi the satisfactoiy examination and audit of account books of 
licensed indigenous bankeis by a committee elected by the local 
Sin oils’ Association in cases of applications toi declaiatioii ot in- 
solvency by a licensed indigenous nankei The obligations to be 
imposed in view of the above-mentioned pinileges iclate to 
<i) piopei audit of then accounts, (ii) piopci conduct of then busi- 
ness in accoidance wuth the lules diawn uj bj a local Indigenous 
'Bankeis’ Association , (in) limitation of the maximum latco of in- 
terest to be charged for diffeient kinds of business to be fixed fiom 
time to time by the licensing authoi it,' on the lecommendation of 
the local ShiolTs’ Association, and (n) the maintenance of a cash 
Teserve on a piesciibed scale 

OCR PROPOSU s 

137 We have caiefully considcied the suggestions in the fore- 
going paragraphs and -we have come to the conclusion that for 
various reasons it is impoitant that some action should be taken 
to impiove the position of the indigenous hanker and to make him 
-a ‘useful hiembei of the Indian banking s'sstem In the first place, 
some of the indigenous bankeis, at any latc, desel^e encourage- 
meM and help Generally speaking, the indigenous bankei’s rates 
of luteiest do not compaie unfaiouiabh with those of oidmary 
joint-stock banks and his beneficent sphere of inlluence is w’lder 
than theiis, but he has fallen on evil da^s A[ a June ji'Iien 
margins between boi lowing and iMiding lates are diminishing and 
"there is an uigent need foi moie fundsj'oi enabling him to have a 
laigei tuinovei of business, he finds the soiiiccs dned up, due, no 
doubt, paitlj' to Ins owui fault but partly to ciicumstances beyond 
his control Secondly, action is necessai v in the mteiests of agri- 
cultuie, trade and nidustiy of the countiv We aie impressed by 
the fact that out of 2,500 towns' in India, joint-stock banks and 
their blanches exist in less than 400 places, and foi bankmg facili- 
ties elspwdieie, agncultuiists, tiadei-,, meichants and small indus- 
triahstb have to depend largely on indigenous bankers and raoney- 
len^rs In many provinces, even m localities w'hcie-a-joint~stoclc 
b ank oi_its bianch exists, the indigenous bankers continue to lender 
valuable .service. in connection wulh the financing.of internal trade 
•and middle-sized and small indnstiies and inland remittance work' 
A large section of the communit} is thus still dependent on the 

As doflnorl in tho Censin R^'port They include every mimicipahfcv, all 
tnvil lines not included within municipal limit", oveiv cantonment, and every 
Tother continuous collection of houses mliaoitod bv not loss than ''>,000 persons 
which the provincial superintendent may decide to treat as a town for census 
p.irnos s 
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i ndigenous bankers for the financial faciht ipajjuJieqiures E mm a 
study of the histoiy of the piogress of joint-stock banks m India, 
we are convihced^lmt■‘ft■ will"be a"I6hg fimEliefoieTndia wiiriTave a 
widespre^dmetworlcnf^jnint-stoclrbahlrsjiTHamlieFof'kucirbanks 
EuftberT-nlthough-co-operation has, as pointed”" ouF”Tn ""a * Tafer’" 
chapter, made lemarkable piogiess m the country since the move- 
ment fiist btaited in 1904, it s exten sion-omsuch n^scale-as-to-i-eplace 
the indigenous bankers cannot, be .emusaged within a measuiable 
disfa^e"pi time The Impeiial Bank of India which has opened 
100 blanches duiing the last ten yeais in aceoidance with the 
^5igreement enteied into with Goveinment undei the Act governmg 
<3 tfeeir opeiations, in view o£ the fact that many blanches have not 
yet reached the profit-earning stage is not likely to go in for fur- 
ther schemes of expansion foi some yearb to come We thmk iti 
t herefore of tlm ^gmatest-impoi tance Jihat^m JJae^mteiests-nf ~hotE 
t he gen eHr]mbhc ^nd^the^mdigenous-^bankers -themselves, steps \ 
•should 6e~devi?ed"~to"stmngthem,the posihon -of, these ban kers * 

138 We aie not in favoui of any compulsory measmes with a 

view to leform or help the indigenous bankers, nor do we think 
that any such measmes will be welcomed by the mdigenous 
hankeis themselves O n the other ha nd fiom the evidence that 
we have received_AA^eL_gatliei^that iny-'-such'-compulsion-, would 
oniy' Scc elerateJhe ^process of diivmg-«»t»these'bankers from bank- 
ing proper to othei ^spheres of busmess This would create a laige 
gapTh the" banking system of the country which would be detri- 
mental to national interests O m aim on the contiaLV, should be > 
to try to lestore these ^bankers to- the-place-which they enjoyed -in 
India uiitil the middlemf the lasb-centuiy ^ 

139 Om first proposal theiefoie is that as soon as the Reserve 
Bank is established th&_indigenous,b.anke] should alo ng with-joint- 
•stock and co-opeiative banks be biought into diiect relations- watH 
the ■ HeservenSamc and thereby^^provided with rediscount facilities 
froffl”fliaT'instilution It must, however, be remembered that the 
Reserve Bank can only ledimount bank-endorsed paper We 
therefoie piopose that only such indigenous bankers as are engaged 
in banking iiiopei, or aie piepaied to shed then business other 
than banking, should be eligible to be placed on the approved lisf 
of the Reserve Bank in the same manner as joint-stock banks In 
the case of the latter, the Reserve Bank Bill of 1928 fixed a cer- 
tain standard, that is, that the member bank should have a capital 
and resei ve of Rs S'lakhs and over Similarly m the case of the 
indigenous bankers we admit that it is necessary to have a 
standaid As our object, however, is to bung into the scheme of the 
Reserve Bank us man/ sound indigenous hankers as possible, and 
as we aie not in a position to arrive at any figure of owned capital 
which would achieve this end, we pi'efer to leave it to the Reserve 
Bank to prescribe a standard which an mdigennus banker must ^ 



108 


CHAPTER VIU 


satisfy befoie lie can be given the concession winch we are recom- 
mending in tins paiagiapli At„the,same time u miistniot^bemnderr- 
stood that we contemplate that the standard ot owmed capital for 
indigenous bajikeis„Avould be as high as that for joint-stock banks. 
Such an indigenous banker must also agiee to have proper books- 
ot accounts kept in the usual recognized manner and to have them, 
aiidited annually by recognized auditors, that is, auditors holding 
a Government diploma wdio are permitted by Government to audit 
the accounts of any public company These books shoihd also W 
aiailabje to the Reserve Bank for inspection and audit 

140 We are aw^aie that in the lie'-erve Bank Bill referred to» 

above there is a provision requiring member banks to maintain 
a certain percentage of then time and demand liabilities as mterest- 
free balances w’lth the Reserve Bank We have carefully consi- 
dered the question wdiethei w‘e should insist on the indigenous- 
bankers 111 our proposed sdieine followmg a similar rule On the 
one hand it is argued that if the indigenous banker desired to have 
facilities from the Reserve Bank in the same manner as a joint- 
stock bank, he should be piepaied to fulfil the same obligations. 
On the other hand it is suggested that the raison d'etre of these 
compulsoiv deposits is to enable the Reseive Bank to control the 
credit policy of its member banks and tliat so far as the majority 
of indigenous bankers are concerned, the deposits they receive and 
the operations they carry on, though large in tlie aggregate, are 
individually small and that, therefore, the principle of compulsorj' 
deposits cannot apply wuth the same force as it applies to 'joint- 
stock banks We further recognize that it is difficult for small 
indigenous bankers m rural areas wnth no elaborate staff to make- 
the calculations and to furnish the returns necessary for the ohser- 
lance of this rule We see a great deal of force in these argu- 
ments and w'e also feel that any measure compelling all the 
indigenous bankers big and small, to leave certain interest-free 
balances wnth the Resell e Bank will rob our pioposal of much of 
its attractiveness and instead of resulting m indigenous bankers 
coming watliing the sphere of the Reseive Bank system m 
large numbers will only bring in a few We,. j:heie|qie,„p'-opose 

that such of the indigenous bankeis whose deposits do not exceed 
fire times then capital should during the first- five j^eais of" the- 
woTlving of the Reseive Bank be exempt tiom tlie-iule relating ter 
compfilsory deposits Atjhe end of tliaLpeiiod’it would be left? 
opeii to tlpe Reseiye-Bank to take such action in the matter as itr 
roajy consider iiecessaii’ in oi dei to makerts credit policy- effective. 1 

141 We have gnen full details m a jnevious paragraph of the 
lending and boirowung rates of indigenous bankeis These com- 
pare favourably wuth the rates of joint-stock banks and it is our 
firm behef that wdien the ledisconntmg facilities which we have 
proposed are offered, the indigenous bankeis will be able to 
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a-educe still further their rates on advances to the public We 
■do not, therefoie, feel any nece'^sity to impose any condition as 
to the maximum late of mteiest to be chaiged by these bankeis 
as a quid pro quo foi the facilities we oiler, noi do we think it 
-advisable to impose on the indigenous liankeis any conditions 
which would not equally applv to the othei member banks of the 
"Reseive Bank With a view to meet the apprehensions of those 
^\ho want to be assured that the facilities afPoided to these mem- 
"ber banks will be passed on in a laige measuie to the public, we 
.propose to leaie it to the Reserve Bank to-sefi-t-hatmngtitutions 
receivi ng rediscount., iacilities - from-it-sbould not chaige_^tp.^the 
p ublic ra tes ^.whicli m.Lts opinion are unduly high 

142 The proposals that we have made oRove will go far to im- 
prove and raise the status of the class of indigenous bankers in 
Tndia With the same purpose in view, the Reserve Bank and the 
'Commercial banks in India may use such mdigenous bankeis nho 
are members of the Reserve Bank systeni as agents foi cohesion 
of cheques and bills^in the same manner as they may use a joint- 
stdcir'banR* or a co-operatn e bank We do not recommend the 
grant of any other privileges mentioned m clfiuse (o) of paragraph 
136 above except that relating to facilities for remittance of funds 
through the Imperial Bank of India or the Reserve Bank at the 
same lates as are chaiged to all jomt-stock banks This latter 
privilege should automatically be accorded to the indigenous bankers 
'who_are included in the schedule of member banks of the Reserve 
Bank Further the benefits of the Bankers’ Books Evidence Act 
^should be extended to such indigenous bankeis as are placed on the 
■approved list of the Reserve Banlc 

143 We have already pointed out in paragraph 107 that the 
dividing line between an indigenous banker and a money-lender 
is rather thin That being the ppsition_,^w{* desire it- to be clearly 
understood tliat-the proposals made by us in paragraphs 137 to 142 
should apply equally to money-lendeis «vho satisfy all the condi- 
tions which we have pi escribed for indigenous bankers 

144 It IS quite conceivable that a Ui ge number of indigenous 
hankers whose principal business is not banking, or who do not 
Take to banking as their principal business as soon as the Reserve 
Bank is established, will still remain outside the scope of our pro- 
posals These will continue to obtain then banking facilities from 
the existing ]oint-stock banks, including the Rnperial Bank of 

fridia We have already referred to the complaint that good 
security does not always command all the banking facilities to 
which it is entitled, and some of the Provincial Banking Enquiry 
■Committees have pleaded for the adoption of a more liberal policy 
hy the Imperial Bank of India Wje strongly support this plea 
and commend it for the sy mpathe tic cqhsiderationmf " the' Imp erial 
BanlTah^WiFer jomt::stock-hanks_.m the country 
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145 We may in this connection lefei to a recommendation -we 
have made elsewbeie, uameh% that an Association of all hanks- 
and bankers should be foimed as eaily as possible and that such 
indigenous bankers i\hose hills the Eeseive Bank decides to accept 
should become full membeis of the All-India Bankeis’ Associa- 
tion and in addition be entitled to use the designation “Member 
of the Cential Bankeis’ Association” Such of the banks and 
indigenous bankeis as aie outside the Beseive Bank system might 
be made associate membeis We am_suie_thatuJilns_pioposal,_in 
addition*to giving these indigenous~bankers a. status^ -vnll also tend 
to raise the standaid and impioie their banking methods Tins 
proposal will not stand in the wav of the foimation of local indi- 
genous bankeis’ associations-such as those that now exist in Bom- 
bay'and othei centies for facilitatmg-co'opeiation and joint action 
b 3 ' mdigenous bankeis of the locality 

14G Othei lines of advance suggested aie — 

(a) xALinalgamation of the business of local indigenous- 
bankeis into joint-stock banks, 

(h) Establishment of what are knoi\n m Germany as 

. “Eommandit” pi inciple banks , 

(c) Eoimation of a co-operative bank of indigenous bankers, 
•\ihich vould discount the hnncijs of the members 
and lediscount the same with the Keseive Bank , and 
(J'' Adontion of bill-broking as an integral part of the mdi- 
genous hankers’ business 

We consider that it is for the indigenous bankers themselves 
to carry out leforms on the hues suggested above We are of the 
opinion that if they bung their sj'stem of operations more into- 
line with the customs and practices of commeicial banks m the 
matter of audit and accounts, use of bills and cheques, prompt 
paiment and receipt of mone^'^s and conduct of business stnctB^ 
m accordance with legal lequuements, they can take then proper 
place 111 the banking system of the countrv We have already 
referred to the suggested introduction of the "Kommandit” prin- 
ciple m the proposals of the pieceding chapter lelatmg to money- 
lendei s We agree that the suggestion is one which should receive 
the serious consideration of existing banks in India in order te 
extend the sphere of then activities without the iisk and expense 
of opening new branches We feel that if the better class of both 
money-lender and indigenous banker would cany out the reform 
we have suggested, there are considerable possibilities of mutual 
benefit foi both jomt-stock hanks and their indigenous agencies, 
a'; w’^ell as benefit to the trading commumt}^ as a whole by the 
provision of impioved banking facilities 

147 Ml Bamadas Pantulu has put in a supplementary minute 
in which he apparently ivants action to be taken beyond what we 
have recommended in our report We see no reason to modify 
the recommendations which we have abeady made 



CHAPTER IX. 

RURAL FINANCE— contd 

CO-OPERATIYE ORGANIZATION 
Histoby of movement 

14S ‘ Co-operation” Avas officially set up m India with the: 
passing of the Act of 1904 Co-opeiation was not defined in 
that Act, but it is geneially undeistood as a voluntary oiganisation 
of persons who associate on equal teims foi the satisfaction of their 
common economic needs Befoie the passing of the Act of 1904,. 
expermients weie made by vaiious officials including Sn Edwaid 
Maclagan and Captain Ciosthwaite in the Punjab, Mr Dupernex 
m the United I'unmces and Mi Lvon in Benj^al The societies 
organized by them could at that time be registered only under 
the ordinal}’ Company Law A few societies then organized still 
survive in the Punjab The Act of 1904 was lestricted mainly 
to credit co-opeiation We aie told that the general impression 
that co-opeiative credit alone was the object kept in view at the- 
oiitset by the Imperial legislators is not collect and that the restiic- 
live ocope of the Act of 1904 was ‘‘a ^hp” which was sought to he 
remedied as quickly as possible In the course of 7 or 8 years 
ot working of ^he Act of 1904, it became evident that much progress- 
could not be made under it in the mattei of developing lural credit 
The entire working capital of the movement m the year 1912 was 
less than Rs 75 lakhs In that vear, a second Act was passed in 
superse'-sion ol the Act of 1904 The new Act II of 1912 expressly 
recognized the e>>tension of co-operative activity tc moie complex 
forms such as secondary bodies like central banks and unions to 
finance and supervise the primary societies Provision was also 
made for the registration of societies of vai'ous types aiming- 
at the promotion of economic interest of then members, e g , socie- 
ties dealing not only with ciedit but also with pui chase and sale, 
insurance and other various speciahzed functions earned out by the? 
most recent types ot societies elsewhere 

149 With the passing of the Act of 1912 the movement entered 
on the second stage of its progress It must, however, he men- 
tioned that in spite of the lemoval of the limitations imposed by 
the original Act, and the creation of scope for several forms of non- 
ciedit actnnties, the preponderating element in Indian co-operation 
IS still credit This appears to be natural not only because credit 
is the simplest example of co-opeiative endeavour that can be 
introduced among a rural population wdnch is largely illiterate, but 
also because credit continues to be the most msistent need of the- 
Indian cultivator, who is weighed dowm by the burden of usury an^ 
chronic debt which crush “the hfe and thought” of rural India. 


( ni ) 
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150 The movement enteied on its thiul ‘’tage of development 
aftei the publication of the classic icpoit of the Maclagan Com- 
mittee on Co-opera tioii m 1915 That Committee esaiuiued the 
movement m all its aspects and made manj' constiuctive proposals 
-of a fai-ieaching character for the fuitliei development of co-opera- 
tion CioMncial co-operatne banks have since been esiablished in. 
ull the piovimes exce^it the United Piovmces, largely as a result 
of the iccommandations of that Committee 

151 On the passing of the Goveinmei^of India Act of 19Ub Co- 
operation became a piovincial subject -t^he Transferied Depart- 
ments, and the movement can be said to have i nteied on the fourth 
stage of its development since it began' to be administered by the 
ministers undei the lefoimed constitution of the Provincial Gov'em- 
ments Duiing the eaihei yeais ot the working of the refoimed 
eonstitution , the development ministeis evinced much interest in 
the expansion of the movement, and since 1921 there has been a 
large addition to the numbei of societies all over India Later 
efforts aie, howevei, being directed moie largely to the consolida- 
tion and rectification of existing societies than to fuitliei i.ipid 
expansion The provinces of Bombav and Burma have replaced the 
Act of 1912 by local legislation m 1925 and 1927 lespectivelv In 
Ivladras a Bill to replace the all-India Act has been intioduced into 
the local Icai-lature Another important step taken in comiection 
with encouraging co-opeiation after it became a provincial subject, 
has been the institution of committees of enqimv bv vaiious pro- 
vinces T^he Oaicden Committee of the United Prov mces of Agra 
and Oudh, ihe King Committee of the Cential Piovinces, the 
Townsend ( ommitlee of Madras and the Calveit Committee of 
Burma have alieadv published their reports The apjioiiitment of 
-similar committees ni other provinces is under contemplation Some 
■of the Pro'incial Banking Enquiiy Committees have definitely 
aecommended tl c appointment of such committee- 

The present position 

152 Started m 1904 with no antecedent lecord and having 
made but negligible progress till 1912, the movement has today 
assumed large proportions particularly in regard to the aggiegale 
numbei of societies, then membership and noiking capital The 
iiumbei of societies in Biitish India and the Indian States is 
now neaily 100,000, of which about 15,000 aie in mne oi ten 
In liar States Ihe ciedit societies alone m Biitish In ha number 
■ov'er I ? 000 on the 30th J une 1930 and count more than tin ee 
million members with a woiking capital of over Bs 40 ciores 
■'L’hen average membership is somewhere between 30 and 40 The 
ntunbei of non-ciedit societies on the same date is about 36,000 
with a membership of 650,000 and working capital of about Bs 6 
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croies The central financing institutions like the central banks 
“iiul the banking unions are nearly 600 in number, of 'which about 
50(' aie in Briush India The entiie workmg capital in the mo-ve- 
luent i« about Bs 50 croies (excluding loans n^ade by secondary 
botlit-'' to fannii} societies and deposits made by the lattei with 
the forrnei) Of this amount, about Es 14 crores consist of share- 
capital and reseive, and the rest of deposits and loans from membeis 
and non-niembeis On the familiar assumption that a iiiial family 
consists of j mtmbeis on the average, the membership of three 
million means (hat 15 million people in India ]ia\e been touched 
by the co-operative ciedit movement, the percentage of the popula- 
tion bcnef'ted h'v the movement in vaiious provinces rsT^ follows — 


1 

Province 

* Proportion of mt mhers of 
aKrieultnml societies to 
families in rural areas 

All soci tie® 

Credit 

societies 


Per cent 

Per rent 

Ajmet -Merwaru 

15 4 

15 0 

Assam , , . 

2 9 

2 9 

Bengal 

4 4 

3 S 

Bihar and Onssa 

3 2 

3 1 

Bombay . • 

10 0 

8 7 

Burma 

3 0 

3 7 

Central Provinces and Bemr 

2 4 

2 3 

CooTg . 

' 30 2 i 

30 2 

Delhi 

11 5 

11 5 

Madras 

8 3 

7 9 

North-West Frontier Province , j 

0 2 

0 2 

Punjab .... 

10 9 

10 2 

Dnited Provinces 

1 8 

1 « 


* Report of tho Royal Commission on Agriculture m India, 1928 i/ara- 
grapli 372 ^ 
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153 We give below certain recent statistics (as on the SOtb 
June 1930) relating to the co-operative movement m India — 

I — ^Agricultuial Credit Societies (including mortgage banks) 


— . 

Number of So- 
cieties 

Ch 

.5 

rS 

S 

o 

Share 
Cap tal 
and 

Reserv e 

In thoi 

Depo- 

sits 

asands 

Loans 

1 

Total 

Work- 

ing 

Capital 




Rs 

Rs 

Rs 

Rs 

Aj mer-Merwara 

613 

11,203 

7,83 

41 

8,64 

16,88 

Assam 

1,282 

52,579 

7,57 

5,02 

16,57 

29,16 

Bengal 

19,156 

456,139 

1,27,39 

34,38 

3,28,55 

4,90,32 

Bihar and Orissa 

8,624 

211,778 

42,04 

8,19 

1,88,40 

2,38,63 

Bombay 

4,526 

265,325 

77,37 

1,16,65 

1,93,28 

3,87,36 

Buima 

2,282 

52,945 

86,78 

9,61 

61,17 

1,57,56 

Central Provinces 

3,950 

59,308 

31,79 

7,66 

1,32,11 

1,71,66 

Delhi . 

217 

5,173 

2,12 

32 

5,92 

8,36 

Madras • 

12,540 

674,590 

1,27,55 

9,72 

5,26,89 

6,64,16 

N W F P 

152 

4,122 

67 

3 

2,80 

3,40 

Punjab 

16,125 

483,423 


70,20 

4,51,30 

7,78,90 

United Provinces 

5,043 

117,661 

46,14 

2,61 

1 

51,28 

1,00,03 

Total 

74,410 

3,3J4,nb 



8,14,56 

1 

2,64,80 

19,66,91 

1 

30,46,26 


II — Non-Agiicultnial Ciedit Societies (including urban banks) 



Niimbei of So 
cieties 

Mom boi ship 

In thousands 

> . _ 

Shat e 
Capital 
and 
Reserve 

Depo 

sits 

Loans 

Total 

Work 

mg 

Capital 




Rs 

Rs 

Es 

Es 

Ajmer ■Meiwa’'a 

67 

2,176 


3,26 

42 

4,68 

Assam 

11 

186 

6 


3 

8 

Bengal 

456 

147.573 

74,81 

1,75,21 

6,48 

2,56,60 

Bihar and Orissa . 

o6 

1,247 

96 

10 

2,36 

3,42 

Bombay 

580 

104,421 

01,82 

2,29,31 

10,94 

1,32,07 

Burma 

77 

17,458 

33,17 

26 

7 


Central Provinces 

70 

16,097 

6,47 

6,25 

91 


Delhi 

38 

1,582 

39 

1,09 

38 

1,86 

Madras 

1,151 

221,475 

88,62 

65,53 

1,11,68 

2,65,73 

N W F P 

3 

Vl4 

69 

85 


1,44 

Punjab 

1,092 

60,366 


44,45 

26,66 

96,16 

Unite! Provinces 

166 

3,138 

1,24 

8 

1,54 

2,86 

Total 

3,757 

656,433 

3,24,06 

6,26,39 

1,61,47 



• The dates vary with reference to the Co operative year m each province 
the latest figures available are given. 
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jH -Non-Credit Societies of all kinds (including Sale Societies) 



Number of So 
cieties 

Membership 

Share 

Capital 

and 

Reserve 

01 

isands 

1 

i Loans 

Total 

Work- 

ing 

Capital 




Rs 

Rs 

^ Rs 

Rs. 

Ajmer Mefwara . 

51 

5,126 

1,67 

29 

1,40 

3,36 

Assam 

26 

3,034 

68 

42 

7 

1,17 

Bengal 

' 2,736 

122,424 

23,36 

7,48 

51,67 

82,61 

Bihar and Orissa 

8,949 

258,944 

58,47 

21,93 

1,95,81 

2,76,21 

Bombav 

504 

102,994 

34,87 

36,67 

56,05 

1,27,59 

Burma 

15 

1,411 

71 

5 

2 

78 

Cen'ral Provinces 

55 

3,732 

1,78 

1 84 

80 

4,42 

Delhi 

15 

442 

14 

8 

2 

24 

Madras 

437 

40,147 

8,37 

2,54 

7,36 

18,27 - 

N W P P 

10 

839 

49 

15 


64 

Punjab 

2,959 

105,141 ' 

41,67 

9,32 

4,72 

55,71 

United Provinces 

163 

6,562 

65 

22 

43 

1,20 

Total 

15,920 

649,796 

1,72,76 





ly — Central Banks and Banking Unions 


— 

Number 

Afembers 

In thousands 

Tndivi 

duals 

Socie 

ties 

Share 

Capital 

and 

Reserve 

Depo- 

sits 

Loans 

Total 

Working 

Capital 





Rs 

Rs 

Rs 

Rs 

Ajmer Merwara 

7 

800 


4,17 

15,53 

4 

19,74 

Assam • 

If 

462 

1,118 

2,63 

13,58 

2,75 

18,96 

Bengal 

110 

4,052 


78,03 

2,64,91 

1,12,76 

4,65'70 

Bihar and Orissa 

67 

2 742 


36,31 

1,52,99 

39,48 

2,28,78 

Bombay 

19 

6,535 


30,24 

1,93,54 

54,83 

2,84,61 

Burma 

12 

1,072 

992 

18,43 

28,05 

4,75 

6l’23 

Central Provinces* 

34 

48,848 

3,956 

48,00 

1,77,53 

15,02 

2,40,55 

Delhi 

1 

66 

426 

1,50 

12,20 

1 

13,71 

Madras 

31 

3,484 

12,923 

76,60 

3 , 53,01 

1 , 97,57 

6 , 27,18 

NT W F P 

1 

30 

114 

21 

2,29 

92 

3,42 

Punjab 

118 

3,472 

18,928 

63,23 

5,76,37 

66,88 

7,0548 

United Provinces 

69 

6,498 

5,168 

35,25 

53,76 

4,04 

93,06 

Total 1 

400 

77,667 

76,653 






* The practice m Central Provinces seems to be that tl^e individual mem- 
bers of Central banks are generally members of the primary societies 
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V — Provincial Banks. 


Ajmer Merwara 

Assam 

Bengal 

Bihar and Onssa 

Bombay 

Burma 

Central Fro\ inces 


Members 

In thousands 



Share 

1 



Tndivi 

Socie 

Capital 

Deben 

Depo 

Loans 

duals ' 

ties 

and 

tures 

S’lS 




Reserve 



1 



Rb 

Rb 

Rs i 

Rs 

No Pi or me at Bank in tli( 

e Area 



31 

35 

99 


2,37 

12 


168 

20, /8 


1,63,25 

• 

29 

79 

9, '33 


63,80 

38 

808 

1,632 

i 18,83 

9,80 

1,20,51 

66 

188 

1,648 

58,41 


27 29 


40 

2,499 

10 48 


96,99 



Total 

Working: 

Capital 


Re 


3,48 

1,84,03 

73,61 

1,49,80 

86,70 

1,06,47 


Delhi 

Madras • 

N W F P . 
Punjab 

Dinted Irovinces 
Total 


Ro Provii cial Bank in the Province 


184. 


58 15 81 


2,15 


75,87 85 43 


No Provincial Bank in the Province 


1,280 


13,008 
incial I 
19,127 11,45,54 


10,91 6,00 

No Provincial Bank in the Province 

16,96 


63,13 


16,74 


1,79,26 

96,78 


6,12,21 


1,03,33 '8,78 03 


Methods of raising creuiit 

154 In clesciibing the ciedit needs of the faimei in Chaptei 
VI, it \\as pointed out that luial nedit tell into two bioad catego- 
ries (1) shoit-teim and intermediate credit, in which loans weie 
feecuied mostly on peisonal guaiantee and tempoiaiy agiicultuial 
uealth, and (3) long-teim ciedit which was based upon the peima- 
neiit agiicultuial wealth in the shape of land oi buildings Opinion 
on co-opeiative ciedit has non ciystalhzed lonnd the idea that these 
tuo vaiict'C', ot ciedit cannot be supplied by the same Uiie ol co- 
opeiative oi mm/at ion and that two diffeient types of them aie indis- 
pen^fible Almo‘-t all the Piovincial Committees, and almost e\ei;y 
competent authoiity on co-opeiatr.e credit m India, aie agieed 
that the existing prnnaiy societies, cential banks and provincial 
banks, by leason of the chaiactei of then lesouices and other 
obvious limitations from a banking point of view, can supply only 
the short and intermediate ciedit They are also agieed that the 

t\rip of /’n-nriAi'ifive omanizatioii most c .hsiitutc 

Fage^ 116 , joi the third line fiom bottom of the 'page 

luial credit is the co-opeiative land moitgage ban 
fiist ’ 

— .....y.,. .. 1x1 UOTll CclSGS 
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being only a small portion of the working capital We shall deal 
in this chapter with the first type of institutions, — primary societies, 
central banks and piovincial banks, — and leave the other to the 
next chapter 


The Prijiary Societies. 

155 The financial stiiictuie of co-opeiative- ciedit is based 
upon ivliat aie populaily known as the pnmaiy societies These 
societies, which aie associations of bonoweis and non-boiioweis, 
consist of the lesidents of a locality wdio know' one anothei and 
may natuially lie expected to take inteiest m one anothei’s affans 
Tins aiiangement bungs togethei peisons of difieient status m life 
into a common economic oigamaition and helps to fostei a tiue 
.sfuit of CO opeiativc biotheihood, and we agree With the lecom- 
mendation of the foieign banking experts that membership pf pri- 
maiy societies should not be confined to a special cieed, caste or 
calling 01 to a ceitam nurahei of people lesident in a locality The 
luial credit societies aie mostly shaped on what is known as the 
Paiffeisen model, attei Paiffeisen, the famous German Co-opeiatoi, 
W'hose luial credit system proved a great factor in the economic 
legeneiation of the Geiinan farmers The structipo of these 
societies is simple Every lesident of a village wdio m the 
opinion of Ins fellow -members, is a person of good chaiactei is 
eligible for membership The tangible assets of the society con- 
sist of the piopeity possessed b} all the members thereof, the 
details of which are required to be entered in a list called the “Pro- 
perty Statement’ (ITaisijat) of the society fins ib ]ieiiodically 
revised, usually once a year, and brought up to date The careful 
pneparation and revision of this statement is of the utmost import- 
ance for the proper w'orking of the bociety In some localities inein- 
heis contribute a small shaie capital and in others they do not In 
the Punjab and the United Provinces, the societ-^ based on shares 
has from the first prevailed to a great extent iii Madias and Buiina 
aho In other piOMiices, the share and non-share sc( relies fioniisli 
side by side We are of the opinion that the encoira,gement of 
subscription to share capital by meinbeis as a method of coheclion 
of savingb IS to be preferred to a system of compulsory deposits 
These societies are expected to raise locally (on the joint’ 
habilitj' of the membeis) capital to be lent out to the membeis and, 
whenever necessary, the local capital so raised may be supple- 
mented by small loans from the State, deposits made by fnends 
and sympathisers of the movement who are non-members, and loans 
obtained from central and provincial banks We do not recom- 
mend under existing conditions that pnmary societies should 
make any special effort to attract deposits from non-members by 
offering high rates of interest, for this would frustrate the aims of 
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the movement to bnng down the general high level of interest 
rates and to provide the rural co-operators with cheap and control- 
led credit ]\Ioreover without the aid of an efiPcient and well- 
organized Central Banking System which can act as a true 
balancing centre for primary societies, the latter cannot 
receive and utilize non-members’ deposits without risk and 
with profit These societies ' should, however, serve as 
savmgs banks for then members and promote thrift The habihty 
m the agricultural rural societies is generally unlimited The uiban 
primary societies which are modelled on Iiuzzati’s People’s Banks 
in Italy and Schulze Delitzsch societies in Germany adopt the 
principle of limited liability, but otherwise, they follow the 
essential piinciples of co-operative credit which characteiise the 
rnial soaeties based on the Eaiffeisen model Ceitain veiy definite 
and rigid principle*^ aie laid down in the matter of the grant, utiliza- 
tion and recovery of loans The most impoitant of them aie — 

(1) The maximum borrowing power of the society is fixed on 
some undeistandable basis, such as a definite fraction of the net 
assets of all the members composing it It vanes between |th to 
Jth of the \alue of the net assets m the several parts_of India 

(2) No loans should be advanced for an unproductive or waste- 
ful object, and the scrutiny of the purpose of the loan is an import- 
ant function of the Panchayat oi the Managing Committee 

(3) In fixing the individual maximum borrowing povvei of the 
members fair latitude is allowed according to then needs Such 
maximum bears a definite proportion to the individual as'-ets of 
the member and does not oidinaiily exceed fifty per cent of the 
value thereof The purpose of the loan and the repaying capacity 
of the boiiowei constitute the important factors, in deteimimng 
the amount of the loan within the prescribed maximum l imi t of 
the borrowing power 

(4) The members should keep mutual watch over one another 
in regard to putting the loan to beneficial use and in the matter 
of the timely discharge of the dues to the Society 

(5) The instalments of repajunent of the loan should be Ixed 
with due regard to the repaying capacity of the borrower, when 
the borrower is unable to repay on account of any just cause, 
like failure of crop, a suitable extension of the period of lepayment 
is made and no undue pressure is brought to bear on the borron er 

(6) The shareholdmg and the rate of dividend are restricted. 
The prmciple of ‘one man, one vote’ is observed almost universally. 
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irrespective of the holding of shares There are' also rigid res- 
trictions on the right of the member to transfer or charge his share 
or interest m the capital of a registered society Such sliare or 
interest is also not liable to attachment or sale by courts or in 
insolvency proceedings The liability of a member fur the debts 
of the society continues until the expiry of two years after he 
ceases to be a member 

(7) The society has a piior claim, subject to that of the Gov- 
ernment’s dues, over other creditors of the members m the matter 
of enforcing any outstanding demands due to the society from a 
member or past member for moneys advanced for agricultural 
requisites There is, howevei, no specific chaige nor does the 
prior claim extend to all advances relating to crop finance In 
Bombay, the prior claim under the All-India Act is converted 
into a first charge by the local Act We do not considei that the 
present legal provision m Section 19 of the All-India Act giving 
to the society a prioi claim is satisfactory We recommend that, 
as in Bombay, the prior claim should be converted into a first 
charge 

(8) The societies are placed undei statutory obligation to build 
up reserve funds Section 33 of the Act deals with reserve 
funds In non-share societies the entire surplus profit is 
earned to the indivisible leserve In share societies also the idea 
that the reserve fund is one and indivisible is recognised, and no 
distribution of piofits is permitted without a substantial portion 
being earned to the reserve fund, such poition being not less 
than 25 per cent cf the profits In Madras, m the case of tlie un- 
limited liability societies the rule is that not less than one-half of 
the piofits shall be earned to a leserve fund until that fund is 
equal to one-half of the total liabilities of the society other than 
reseiwe and share capital The value ol the reserve fund as a 
safeguard against the unlimited liability of the members to 
make good any probable loss is appreciated and the desire 
to build up leserve fmids is in evidence These reserve funds 
are generally invested by prmiary societies in central co- 
operative banks The United Provinces Provincial Banking 
Enquiry Committee report that in some societies it is the practice 
to lend money to their members out of the reserve funds and as the 
members themselves are owners of these funds, it has been pos- 
sible for 400 societies which have adopted this procedure to reduce 
their rate of interest The question whether societies should be 
permitted to use a portion of the reserve fund as their working 
capital has arisen from the fact that the Central Banks pay a 
low rate of interest on the reserve fund to societies while the rate 
charged on loans is much higher The Townsend Committee 
recommended that Central Banks should lend to societies at con- 
cessional rate sums up to the extent of the reserve fund m deposit 
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With them, and that after the reserve fund of a society aggregates 
to an appieciable percentage of the society s total worlpng capital 
the excess may be permitted to be used in the society’s business 
We lecommend the foimei proposal for the consideiatior. of the 
authoiities concerned In the present ' stage of the development 
of the movement it is safer to keep the lesene fund invested in the 
central banks anci not to peiniit the societies to lend it to their 
meinbeio 

156 In a legistered society, unlimited liability, whatever may 
be its implications m stiict legal theoiy, amounts in co-opeiati\e 
piactice meiely to the contiibutions which a liquidator maj levy 
in the piocess of liquidation, in oibei voids it is an ultimate con- 
tiibutoi> liability which aiises vben a '^ociet} is wound up It 
does not mean that any oi all the cieditors may sue any membei 
foi the debt due to them As explained cleaily by Mi Calvert, 
the loss in a co-opeiativc society vill fall firstlij on the me.nber 
secondly on his siiicties, ihndly on the iesei\e, fouitiihj on ilie 
fihaie capital, fifthly on the unlimited liability of the members and 
finaUy on the cieditois ol the societ\ ” J^xpeiiencc has shown that 
the juoicclion to tlie cieditoisis ample, and this maml) accounti' foi 
the leadincss vith which the public nnesl then moneys in co- 
opeiative banks It is tine that the unlimited liability does not 
caiiy w'ltli it an obligation against alienation and that if a member 
having acknowledged his nnhinited Jiabilitj'’ to his society proceeds 
to eiicumbei oi dispose of his mateiial possessions, the security 
to depositois mil pro tonto be diminished In piaclice, howevei, 
there aie many safeguaids against lecouise to such dishonesty, 
which entail piompt steps being taken to lecovei any outstanding 
loan and to expel the memlier It is this liability that subjects 
membeis to mutual watch ovei each membei Mi Wolff v^eiy 
aptly points out that “Raiffeisen adopted unlimited liability in 
ordei that society should stand on no etiquette With candidates, 
considei well wdiethei such weie eligible and imspaiingly super- 
vise them” t Co-opeiatois find that witli the obseivance of these 
piecautions, and the lestiiction of loans to membeis selected for 
then honest V , tne unlimited liability is of gieat piactical value in 
raising and ebspensmg co-opeiative iiual ciedit, in<^tead cf being a 
dangei oi a snaie We liav^e, howevc* , no objection to limited 
lialulity societies being encouiaged m places wheie the co-opera- 
tive mo-'ement cannot make a gieat headway under the unhmited 
liabihtv sysifin 

The Central B^nks 

157 The co-operative primaiy societies in a specified 
area are federated into a central society which is called a 


* “ The Law and Principles of Co operation ” by Calvert, page 40 
t “ Co-operation in India ” by Wolfi, page 63 
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■“Central Bank” or a “Banking Union” Historically speaking, 
the appellation “Central bank” is used when the'cential society 
admits as its members not only primary societies, but also indi- 
viduals The phrase “Banking Union” is u^ed when membership 
is confined to societies only and individual membeis are excluded. 
In practice the dilleientiation is giadually disappeanug and indi- 
viduals aie to be 'found as membeis in most co-operative banks 
everywhere "We shall theiefore refer to both of these institutions 
as cential banks These cential banking oiganwatioin aie gen- 
eially located at headquaiteis of, or other impoitant towns m, 
the distiicts and have on then boaids of management some 
individuals of influence and business capacity, besides 

lepiesentatives of pnraaiy societies They have, therefore, 
veiy soon won the confidence of the piibl’c and aie today a tactoi 
to be reckoned with in the Indian nionev maiket We do not 
lecominend the p> elusion of individual membeis from central co- 
opeialne banks, but ve agiee with the Maclagan Committee on 
Co-opeiation, that societies' repre^entatn es should liaie a pie- 
pondeiating loire in then management These banks finance 
the piimaiy ciedit societies and also act as balancing centies to 
them, and as a rule do little commercial banking Then resources 
consist of then owned capital (shaie capital and reserve funds^ , 
deposits of vaiious kinds, such as fixed, cuiient, lecuning, and 
piudent, piovident and sawngs deposits, overdrafts and shoit teini 
loans fioin the Imperial Bank of India and some joint stock banks, 
and loans and advances made by the provincial bank and sometimes 
by other central oo-opeiatne banks Anoihei source of deposits foi 
cential banks is the suiplus funds of piimaiy societies affiliated 
to them, more particularly the contiibutions to the leserce fund 
which aie lequiied to be separately invested in the central bank 
Then position in ceitain piovinces has become so stable that 
municipalities local bodies, universities and other fy»flsi-pubhc 
bodies are allowed to deposit then surplus funds witlj them The 
cential banks are able to attract capital vhich at piesent is ample 
fci the lequnements of the movement, and in some provinces they 
obtain deposits at as low a late of interest as 4 pei cent In making 
loans, they observe in the mam the principles of co-opeiatne credit 
which weie eniimeiated in dealing witli the pimiaiy societv. The 
dividend paid by them is lestiicted by statutoiy rules, and does not 
generally exceed 9 pei cent, though in a few provinces it is as 
high as 12 per cent By legi&iation the maximum rate is fixed at 
10 per cent m Bombay As in the case of the hunted Lability 
societies, 25 per cent of the central bank’s net profits are lequired 
to I'e caiiied to a. reserve fund These banks are requned to 
maintain adequate fluid lesouices to meet the deposicors’ claims, 
the standaid of such resources being fixed by the Begistrar, and 
generallv speaking they are expected to follow the lules of prudent 
banking like comnieicial banks In practice the standaid is even 
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more rigid Tlie banks are required to maintain a fluid resource 
registei showing from day to day the amount of fluid resource re- 
■quired and the amount maintained The fluid resources are mam- 
tamed m the shape of (1) cash balances on hand, (2) undiawn cash 
credit v\nh the Imperial Bank of India and with the provincial co- 
operative bank and (3) Government promissoiy notes 

In order to piotect the depositors, and to cieate confidence in 
the minds of the public and of the commercial banks that have 
dealings with Co-operative banks, it has been suggested that the 
hmited liability of shareholders in central banks should be coupled 
with a reserve liability of about 5 to 10 times the share capital. 
Though we agree that the reserve liability may be permissible in 
the case of shares held by societies, we do not approve of the sug< 
gestion m so far as it applies to individuals who are members. 
Even in the case of societies, we consider that such reserve liability 
snould be lestricted to the face value of the shares aiid not to some 
multiple of it We would m this connection invite a reference to 
paragraphs 121 and 122 of the Maclagan Committee’s report whidi 
support our conclusion 

In Older to proMde against losses which may arise from part 
of 'he fund's invested m pnmaiy societies proving ultimately irre- 
coverable, we lecommend that central banlcs should start a bad 
ciebt fund, cai^^ing a reasonable amount of the piofits to that fund, 
in addition to the statutory allocation to leseive funds We are 
aware that ihe le'^erve iund itself is intended lo meet iriecoveiable 
losses But m our opinion this arrangement is not a sufficient pio- 
tection to creditors In the hist place, the reserve fund In 
practice is not diawn upon to recoup losses until the bank is put 
into liquidation In the next place, the temptation to pay divi- 
dends on shares at the maximum rates allowed even in yeais when 
there is a depieciation of assets by the deterioration of debtor 
societies can cnlv be checked by carrying over an adequate portion 
of the piofits to a bad debt fund The question of dividend does 
not aii,e at the time when the statutory allocation is made to 
the reserve fund 


The Provincial B^neb 

158 The central co-operative banks in all the Governors’ 
provinces in India with the exception of the United Provinces 
of Agra and Oiidh have in their turn federated themselves 
into higher central societies called apex banks or provincial 
banks The United Provinces Committee have recommended the 
establishment of a provincial bank for the province a recommenda- 
tion which we strongly support One Indian S'^ute at least 
(Mysore) has an organization approximating to a provincial bank 
These provincial banks are able to attract the capihil required for 
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the movement by means of deposits at fairly cheap rates of 
interest The provincial banks act as financing agencies and 
balancing centres to the central banks They derive their funds 
much in the same way as the central banks do Many of them 
enjoy cash credit and over-diaft arrangements with the Imperial 
Bank of India and in certain provmces with other joint-stock banks. 
They also get short-term money and call-money from many com- 
mercial banks Some provincial banks are known to lend their 
surplus funds to other provincial banks The Indian Provincial 
Co-operative Banks’ Association co-ordinates the activities of the 
various provincial banks and supplies them with information about 
the financial requirements of the banks In short, money flows 
from the provincial bank to the central Lank and from the central 
bank to the ruial societies and from them to the individual bor- 
roweis The iinaei lying idea of this financial distributoiy oy^tem 
is that the resources of the society should be made available to 
thousands of small cultnatois who need accommodation ‘Thmnmg 
out the stream cf the water collected ” as Mr Wolif figuratively 
puts it "sending it in nils over a broad suiface, so that urigation 
niai be peifect and reaching every root to be ivatered The 
question whether the structure should not be "completed by an All- 
India Co-opeiative Bank at its apex has often been nonsidered, but 
we think that when the Eeserve Bank is established, the need for 
an apex bank for the provincial banks will no longer be felt, as 
the piovmeial banks will then be provided by the Eeserve Bank 
with all the financial facilities required by them At any rate we 
see no need for an apex bank for the present 

159 It has been suggested that as the failure of a provincial 
bank might very seriously affect, if not destroy ^ the whole co-opera- 
tive movement in the provmce, it is desirable to tiansform the exist- 
ing institutions into special registered institutions with part of the 
share capital subscribed by the Provincial Governments We are 
not in favour of such transfoimation We recommend that provin- 
cial banks should continue to be bodies incorporated under the Co- 
operative Societies’ Act Piovmcial banks are best suited foi Imk- 
irg vip the .o-opeiative credit organization with the general money 
market and commercial banks, and should be managed on 
ordinary business principles with due regard to the special require- 
ments of co-operation These banks should not deal directly witK 
primary credit societies and should consolidate and strengthen 
their position as financing agencies and balancmg centres for the 
central banks We consider it desirable that the executive head of 
a-provincial bank should be a thoroughly trained banker with com- 
petent knowledge of the principles and practice of co-operative 
credit 


* “ Co operat'oii m India ” by Wolff, page 134 
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160 This credit structure of co-oiierative organization is fur- 
ther buttressed by certain forms of statutory control \ested in the 
Hegistrai, the most impoitant of which is compulsory audit The 
Act lays down that the Registrar shall audit or cau^e to be audited 
by some peison authorized by him, by general or special Older in 
writing, in this behalf, the accounts of every registered society once 
nt Last e^eiy yeai , and that the audit shall include an cxammation 
of overdue debts if any, and a valuation of the assets and liabilities 
of the society The audit is, theiefoie, not a more examination of 
books and piepaiafion of balance sheets The full implications of 
this statutory definition of co-operative audit have been expounded 
at length by the Maclagan Committee in paragrajdis Dl to 93 of 
then icpoit We lepi oduco paiagiapli 91 

“91 The teims of the Act expressly require that the audit 
shall include an examination of oveidue debts and 
a valuation of assets and liabilities By this latter wo 
undei stand not meiely the piepaiation of the balance 
sheets of societies but also a sufficient check, in accord- 
ance with such lilies as the Eegistiai mav lay down, 
of the list of the material assets of the members 
The audit should, m oni opinion, extend =ojncwhafc 
beyond the baie lequiiements of the Act, and shotiU 
embrace an enquiry mto all the circumstances 'lohich 
determine the (jenciol position of a society It 
would foi instance be the duty of the auditor to 
notice ail} instances m which the Act. Buies, oi 
By-lnw's liaAe been infiinged , to venfy the cash' 
balance and ceitify the coiiectness of the accounts, 
to asceitam that loans aie made faiily, foi proper 
peiiods and objects, and on adequate cecuiity, to 
examine repayments in order to check book adjust- 
ments 01 impioper extensions, and geneially to '^ee 
that the society is woiking on sound lines and that 
the Committee, the officers, and the oidinarv mem- 
bers, understand then duties and responsibilities ” 

All-Indi\ Co-opek\tive org \nizations 

161 To complete the picture we must refer to the Indian Pio- 
Vincial Co-operative Banks’ Association and the All-India Co- 
operative Institutes’ Association The former Association, which 
comprises all provincial banks in its membership, has for its object, 
among other things, the furtherance of common interests, especially 
in matters of finance, legislation and administration The mam 
object of the latter is to promote and extend co-opeiation through 
•the member institutes and to furnish advice and assistance to 
member institutes on all co-operative questions We understand 
that the present Co-operative Societies Act does not provide for 
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tlic registration o! societies of an all-India chaiacier like those 
mentioned above oi societies opeiating over more than one jiroMrce 
We lecommend that the Act should be amended to provide for such 
registration If this is done and the woiking of the tvo 
institutions strengthened so as to i lake them seive as co-oidmating” 
agencies in the raattei ot finance and leseaicii, ve think that it 
will not be i'efc=‘aiy to set np another all-India bod\, i </ , an all- 
India Go-opeiati\e Conncil with administrative oi controlling fnnc- 
lioi.i as Migge-<ied h} the foieign banking expeils 

162 It will be seen fiom the pieceding paiagiaphs that the 
soundness and stability of the co-opeiative structuie described 
theiein depends on the obseivance of the piinciples and piaetice 
of co-opeiative ciedit mentioned above, with a lea libation that co- 
oj)''’ation IS an oiganization oi method of doing lnibines=. cn the 
efficiency of the statutory audit, and on cilective internal supeivi- 
Eion 


KmI'RE \KD purposes of VDVtNCES 

163 The rural co-opeiative societies wdiich are ivorked on the 
basis of mutual guaiantee and on nnnn.ited liability are now 
generally employed as agencies foi gianiiiig shoxt iiid inteimediate 
credit to agiicultiirists This foim of credit is dispensed on jier- 
sonal guaiantee and on suietyship Moitgage secniity is also 
taken and in some piovmcial aieas like the southern distiicts of 
the Madias rje‘'iclency loans on moitgage ol immo\ahle pro- 
pel ty constitute a consideiable poition of <the total outstandings 
The Bihar and Onssa Committee lepoit that the cential banks 
and the lural ciedit societies in the pi cw nice have generally 
adopted in the last feiv yeais the plan of taking collateial secuiitv 
m the case of loans above Bs 200 with the pnncipal object of 
pieventing a boiiowei fiom inoitgaging his piopeity to a mone\- 
lendei Manj Piovmcial Committees are of opinion that moit- 
gage loans foi long peiiods me unsuitable busiuf^ss foi the luial 
ciedit societies The evadence of the lepiesentatnes of the 
Indian Pioviuiial Co-opeiatr^e Banks’ Association and of tlie pio- 
Miicial banks was much to the same effect The leasons foi this 
Mew aie (1) the ovei shadowing of peisonal ciedit bv inoitgaee 
may entail a neglect of co-opeiative pimciples, (2) the deposits of 
co-opeiative societies mclndmg cential and piovmcial banks aie 
for shoit periods and it is unsound finance to utilise them foi long- 
teim loans, (3) the enquiry and the valuation piehmmaiy to the 
giant of long-teim loans have to be entrusted to a trained agency^" 
conti oiled b^ and responsible to some cential organization, (4) 
the maintenance of valuable documents and title deeds cannot 
he entiusted to ordinary village societies and (5) when defaults 
occur m the repayment of mortgage loans, the assets of the society 
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become frozen and the obtaining and execution of mortgage 
decrees for the recovery of overdue loans becomes an extremely 
difficult opeiation 

PACIEITIBS given 131 CO-OPERATJVE SOCIETIES TOR DISCHIRGING 

orj) DEBTS 

364 By far the most impoitant question connected ivitli the 
natuie of the advances lelates to facilities given by co-opeiative 
societies for the dischaige ol prior debts The co-operative credit 
movement m a vay owes its oiigin to the belief that the natuial 
development of the piogiess of the movement ivill be the eradica- 
tion of the evil of usury and the lightening of the burden of rural 
indebtedness While the eiidence available to us tends to show, 
that rates of interest liave come dow'n wlieievei the co-operative 
credit moAement has been successful, there is \ery little eMdence 
about the reduction of total indebtedness through the agency of 
CO opeiatno ciedit societies Indeed the study of PioMiuial Beport& 
leads to the iriesistible conclusion that the ]irimar}' societies, 
central banks and provincial banks aie not in a position to finance 
the agricultunsts adequately for the discharge of old debts The 
follcw'ing IS a suinmarA of the position as bi ought out m tlie 
report-, ot tie PioMiicial Committees — 

(i) As9am — Kuial societies gi\e loans foi dealing off debts but 
the practice of long-teim loans fiom slicit-ttiin deposits i-, not 
commended 

(ii) Bengal — Most of the cential co-opeiati\e banks in Bengal 
grant loans to rural societies foi repay ment of old debts foi three 
jears only A few extend the peiiod to fne }eai& and one Ixink 
cnly giants loans foi as long a period as ten years Theie is in 
all no effectne check against the purpose oi the loans 

(ill) Bthai and Orissa — Co-operative ‘societies give loans for 
discharging debt, but the period of ledemjition in the case 
cf tl.c-^e long-teini loans has been fixed undei in-ti ictir>ns fioin 
the Begistiai of Co-operative Societies at a ]ienod from twe to 
ten reals oeioiding to circumstances The limit for the giant of 
long-term loans has also been stated as the total of the central 
bank s paid up '■iiaic capital, its own leserre, the pnmaiy cocielies’ 
reserves excluding the portion held as shares m the cential bank 
and 25 per cent ot the central bank’s deposits 'Plie Bihar and 
Ori-^-a Committee have recommended that the peiiod of lepay- 
meiit chould never be less than five years in such eases and might 
well be extended to 15 years, and that it would be demiable'^to 
arrange equated payments so as to cover both principal and inlere^-t 
and to let the loans run through the first one or two years without 
any repayment whatever The Committee have gieat doubts 
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Mliotiier co-i)peitit]oii will ever supply a complete solutiou bv itself 
even aftei these lecoinmendations aie carried out 

An experiment to redeem debt was made m the Ranchi district 
from 1906 to 1912, confined to the moie substantial cultivators 
among the >'Iimdns (an aboriginal tribe) It is reteried to in para- 
graph 111 of the Bihai and Oiissa Eepoic, wherein it is stated that 
ilhe experiment was generally accepted to be i bailuie M’lie Com- 
mittee have, however, added that they ha\e had no definite infor- 
mation cn the period fixed for indnidual cases of repayment, and 
that it IS impossible to say whether tlie ciedit given was sufficiently 
long to enable a reasonably thrifty cultivator to repay out of the 
profits of his holding, including the land redeemed The ex- 
perience gathered in the course of the Committee’s enquiry has 
•demonstiated that most cultivators have to boirow to some extent 
for seasonal needs, and as long that bon owing is extremely 
expensive the maigin for the repayment of debt is greatly 
xestricted 

(iv) Bombay — ^The village co-operative societies in Bombay 
advance loans up to Rs 750 to then members foi redemption of 
debt, but the Registrar can increase the limit Some co-opeiative 
societies have woiked out schemes for redemption of then mem- 
bers’ debt and have been advancing loans for this purpose from 
funds borrow'ed from central banks Not much progress has, 
iiowe\ei, been made as the funds at their disposal are shoit-term 
funds 

(\) Burma — Co-opeiative credit societies, ostensibly lending 
only up to four Acais and chiefly loi ciop-loans, have often in the 
past lent where there wa^ no prospect of repayment in four yeais 
oi less, so that leally they w'eie guing long-teim loans , a consider- 
able amount has been lent on these conditions and is now iiie- 
coveiable, and accordingly such loans aie no longei given The 
question of lestriction of loans by primaiy societies to crop-loans 
was considered by the Calvert Committee Government came to 
the conclusion that co-opeiative ciedit need not be restiicted to 
crop-loans They have, however, dnected that crox>ioans should 
be regal ded as the principal business of primary agiicultuial socie- 
ties and that, while loans foi two or thiee yeais should continue 
to be piovided, gieat care should be exercised in the giant of these 
loans. 

(vi) Central Provinces — ^Attempts have been made to discharge 
pi 101 debts by advances through the pnmaiy societies This has 
resulted in the majority of cases m accumulation of overdues 
The amoitisation of old debts was in any case beyond the capacity 
of the financial machinery of the co-operative credit movement 
It has now been generally recognized that the central banks cannot 
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devote more than a very small percentage of thear working capital 
to long-term business The Committee have recommended that 
long-teim loans foi lepa-yment of previous debts should be made 
by the land moitgage bank proposed by them 

(in' Madrf's — ^Toans can be had from co-opciati.e ‘ocieiies at 
9^ per cent to be lepaid AMthin five yeais 

(mu) The Pinijoh — The onlv ciedit agency with a declared- 
object of gianting loans fui the dischaige ot old debts, is the co- 
operatne moitgage bank, which has so jai advanced onlv '>bont 
11s 15 lakhs foi this pin pose The elToits of the oidmaiy pninaiy 
societies in this lespect have been spoiachc and usuallv msnffi- 
cientl> conliollecl Though theie lias been little conceited 
effoit, eveiy yeai laige sums aie advanced in the oidinaiy course 
cl business foi the lepayment of old debts The Commdtee add 
that last veai Es 50 lakhs neie lent in tins wav anil the p\pciJence 
oi a laige numbei of pnraaiv ^otieties of ten \eais’ standing 
showed that a veiv laige numbei of then nieinbeis wcic found to 
be free tiom debt The Committee recommend that fhe Eegi'-trar 
shcidd considei the possibihtv of fnithei experiments on moie 
cautious lines than hitheito followed They, theiefore, suggest 
that the opeiations should he restricted to A and B edass* societies. 
that the peiiod of loan should not exceed 5 years, and that expeii- 
nients should not be made wheie tlieie ’s a moitgage bank, as the 
Committee feel that a raougase bank is moie fitted than a Willage 
society to make advances of this kind 

165 We have caiefulh consuleied the question whethei the, 
Oldman ciedit societies aie a suitable agenej foi supphing long- 
term aedir in the agucultuiists <ind ue haie come to the concln- 
si( n that in the inteie'-ts of both the movement 'ind the hoiiowen 
thc^e imtitidicais should confine themspives to dispensing shoit and 
inteimecido ciedit the natuie of uiiicli v>e have aheach dpspimcd 
Long-teim ciedit can he provided with anv degree of safetv and 
success onlv by land moitgage banks, and these we deal with m 
fhe next chaptei The absence of sncdi a lational svstem of lural 
finance has seiiouslv mtei fered with the successful woiking of co- 
opeiative ciedit societies m some cases 

E\tls of IXTERESr 

166 We mav now pioceed to siimmaiize the rates of intciest 
chaiged ultimately to the cultnatoi by the piiraai-y societies and 
in Older to judge whethei these lates aie leasonable, we have to 


* Societies in the Punjab aie divided into four classes, y\, B, C and D of 
which A and B are efficient financially and more oi less fully oo operative, C in 
•varying stages of tutelage, and D iii various stages of decay (Punjab Beport 
para 149) ‘ ' 
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•look also into their boriowing lates The following table gives 
the infoimation in a consolidated form — 

Rates of interest 




Primary Societies 

Central Banks 

Provincial Banks 

— 

Pale charged 
to eullivators 
b) I’Tiiraiy 
bociU ics 

Eate paid 
on 

Dcrosits 

Enic paid 
to 

Central 
Banks on 
loans 

Bate paid 
on 

Deposits 

Eate paid 
to Pro- 
vincial 
Bank on 
loans 

Eate paid 
on 

Deposits 

Bat e on 
accommo- 
dation from 
Imretial 
Bank 


% 

% 

% 

% 

% 

% 

% 

Ajmer-Merwara 

Generally 
9to JU 

4to 8 

610 9 

H to 7i 


1 


-Asaain 

1E{ orlBf 
(Generally 
ISJ in the 
case o£ old 
Societies m 
the Assam 
Valley) | 

8 

11 

j 

8 

1 


n 

7 

1 

ncngh , 

7itol6| 

4^ to 01 

Of to 121 

210 81 

7 to 8 

4toC5 

j Bank rate 

BiUar and Onssa 

to 1E| 

7toD ; 

101 to 121 

41 to 6 

C 

3 to 5 

j Bank rate 

■Bonitay 

Cl to 121 

210 8 

6 to 8 

U to 71 

61 to 8 

2 to 41 

No accom- 
modali 0 n 
IS ava li- 
able at 

present 

Barma . j 

15 

Cto 12 

10 

6 to 9 

10 

6 to 7J 


"Central rrovinccs 

Generally 12 

3 to 10 

9 to 10 

3 to 7 

Oto 61 

2 to 51 

1 7 

Delhi . 


0to7 

8 to 9 

4 to 61 




Hadraa , , 

oa to 10 ia 
8 la 

3 to 61 

7} to 8 

2 to 51 

6 to 65 

2 to 4> 

64 (over- 
drafts) 

North "Weat Pron- 
licr Province 


Clo7 

8 

45 to 71 



i 

Punjab . 

9} to 121 

6 to 7 

8 too 

5 toOi 

6i 

3| to 5| 

Bank rale 

Duitcd Provinces 

IS 

9 

12 

Cto 7 





The SERVICE to the Agriculturist. 

167 The working of the co-operative movement and its pre-' 
■sent capaciDy and future potentialities to meet the credit needs 
of the agriculturists have been the subject of several important 
enquiiies, both of an all-India and piovmcial character Boon 
after the passing of the Go-opeiative Societies’ Act JI of 
1912, the Government of India set up a Committee presided 
over by Sir Edward Maclagan, and the report of that 
■Committee v?hich was published in 1915 is still a classic on 
the subject of co-operation in India llecently the Eoyal Com- 
mission on Agriculture made a fairly comprehensive surve-^ 
of the movement and made useful recommendations As 
already mentioned four provinces have also appointed their own 
committees of enquiry to examine the progress made by the 
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mo.(Mnei)t in those piovinces and to lepoifc on the ^ 
ditions and future hues of deNelopment Phese are the United 
Provinces of Agra and Oudh, the Central Provinces, Madras and 
Burma The sexeial Provincial Bunking Enqiinv Committees 
have brought under reMew the recommendations of most of those 
committees and as far as the mfoiniatioii nas available, also 
indicated the attioii taken by the ofiicial and noii-officral agencies 
on those recommendations The Po%al Commission on Agii- 
cultuio ]ia\o summaiiyed the lesult^^ of the working of tlic 
moAcnient in the'^e w'Old‘^ — “The in.un results achieved mar 
be said to be tlie proMsion of a laigc ainonnt of capital 
at reasonable rates ol interest and the orc.nn/alion of a 
svstem of iriral credit winch, carefnllv fostered, inav ret 
leheie tiie cnitiiatoi of that binden ol nsmi wlncb be has 
borne so patiently tlnonghorrt the ages Knowdedge of the co- 
opeiaine sAstem is now wndespicad , thrift is being cncoinaged 
tiaimng in the handling of iiione> and m elelnclltal^ banking' 
piinciples IS being gnen Whcie the co-opciative mo\en'ieiit is 
sfiongly established theie has been a gencial low ei nig of Iho late 
of inteiest chaiged b\ inoiieA -Iciidei s , the hold of the moiiev- 
lenclei has been loosened, wuth the lesult that a maiked change 
has been bi ought about in the outlook of the people ’ The 
Eo^a! Commission’s faith in the potenti.ihties of the nioicment 
IS expiessed in these words — “The gicatest hope of the sahation 
of the irual classes from then cnislnng bin den of debt rests in 
the growth and spread of a heallln and w’ell-oigainsed co-opeia- 
tue mo\einent based on the caieful education and systematic 
training of the Mllagers themsehes’’ Thc^ pioceod to saA that 
if co-operation fails the hope of the agriculturist also fads On a 
consideration of the good and the weak points of the w orbing 
of the (c-opoiati\e oieam7ation. the Poyal Conmiismon came to 
tlie conclusion that “The financial solvencA of the movement is 
beiond dispute, it is tlie woikmg of the socrelies thaf is 
defecti\e“ The reports recened from the Provincial Committees 
do not show that the financial position of (he puiriaiy societies lias 
deteriorated in anv waA smee (he Poval Commission reported 
On the other hand in almost all pioAinces it is lepoited that the 
rapid! A of expansion of the moA^ement has been suspended W'ltli a 
Arew to consolidate and lectrfv the piogiess aheadv made, to speed 
np ieco’'ciies, to reduce OAei dues and to otherwise stiengthen the 
financial soundness and stabihtA of tlie piimaiy and the cenlial 

socierms; 


168 In Old -1 to popular i7e the co-opeiatne inoAoment in the 
enuntn and to promote a sense of lesponsibditv amomt the meni- 
beis of the societA it is nnpoitant that (no ofiicial contiol rhat now 
ex-Tsfe ,o eoTtam piOAuioes should be slnckoncd For oxamp'c rlih 
fixme nf the limits of the borrowing poweis of the societies and of 
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then membeis and the policy legaiding the giant of the loans 
should be left to the cential and proMncial banks We should 
like to viuote in this connection rhe lollov.ing extiact from the 
lesolution ot the Government of Bmma on the lepoit of the Calvert 
Gomniittee — 

"It IS cleaily necessaiy that Government should take pie- 
cautions about the effectiveness of which there can be 
no doubt against any recunence of such entangle- 
ment on their pait in the financial liabilities of co- 
Ofieiative institutions They desiie to lay it down 
clearly therefoie that the pirmaiy functions oi the 
Co-opeiative Department aie education (Eecom- 
mendation 4) supervision, ( Kecommendation 16) and 
contiol of audit to the extent stated in Eecom- 
mendation 26 They entnely agiee with the 
principle stated by the Committee in paiagiaph 64 
that the finaiicmg agencies must be entiielv lespon- 
^ible toi loans, deposit-, and inteinal woiking A 
Jiioic contioveisial point is raised nhen ulie Com 
imtlee pioceed to lecommend that the Co-opeiative 
staff should attempt to .idvise the financing body 
whethei the maximum noimal ciedit limit of a 
society IS leasoiiable oi not in view of iinal conditions 
.aid that applications for loans other tli.in ciop loans 
si ould be submitted thiough the Junioi Assistant 
Eeg sliai The suggestion of oouiso is that though 
lie lesponsibility foi gianting a loan must rest 
entnely with the financing agency, the advice of the 
Co opeiative staff should be at Ihc di-posal of the 
f'li.mcing agency As at present advised, howevei, 
Ihouglt they have not yet aiiived at a final conclusion, 
the Goveimnent aie disposed to feel that eien the 
giMiio of official advice as to the gianting of loanb 
nopid weaken the Bank’s sense of lespousibility and 
iniglir end in placing the Department in much the 
same lelation to the financing agenci, as that in v.hich 
it vas involved in the case of the PioMiicial Bank, 
and niovisionally they are of opinion that Eecom- 
menclations lO and 56 should not be accepted ’’ 

169 In judging the extent and ^alne of the sei vices of the 
movement to the agiiculturist, the two obvious tests that suggest 
themselves aie fl) the propoition of the population whose needs 
are atiended to l>y the co-operative credit agenev, and (2) the pro- 
portion of the lin.ini ‘0 icquiied foi agiicultuie vhich the co-opeia- 
tive movement provides With lefeience to the first, the per- 
centage of the population touched by the mo-vement in each pro- 
vince has already been set foith Eegaiding the propoition of the ' 

i2 
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iuial finance provided by the movement, the sui'vey ih not 
complete, but some of the piovmcial committees give a lough idea 
of the position For instance, the Bombay Committee have esti- 
mated the financial requiiements of the agriculturist in their 
piovince for the cuiient needs of agiicultuie at about Bs 3% 
cioies Out of this, about Bs 220 lakhs only aie said to have 
been provided in a 3 eai b} co-opeiative oiganisations The co- 
opeiative movement thcielore piovides about 7 per cent of the 
finance lecpnred lor cinient agiiculluial needs in Bombay The 
Madias Committee have made no such geneial estimate for that 
piovince but have given certain data fiom which an estimate 
can be ariived at In estimating the total indebtedness of the 

province at Bs 150 croies, they pcinl out that about Bs 70 ciores 
of it repiesent debt which continues iiora yeai to year, i e , debt 
contracted for the agiicultuial needs and domestic expenses of 
the cultivator which is lepaid out of the annual harvest The 
shaie of this sum of Bs 70 crores which is provided by the co- 
operative movement can be gauged flora ceitam figures which they 
have given foi one distiict, mz , Tanjore The cost of cultivating 
one ciop of paddy m the wet della atea of the district is 
estimated at Bs 31 cioies Out of this only Bs 17 J 

lakhs aie said to be advanced by the Co-operative Ciedit 

Societies The Punjab Committee have made more inten- 

sive enquiries into the mattei They estimate the current 
needs of the agiiculturist to finance cultivation as well 
as cultivators at 52 to 65 ciores and point out that only a small 
fraction of it is supplied by Co-operative Societies and that the 
uulk of it IS still boi rowed fiom money-lenders These figures 
are enough to show that the ciedit facilities now proyided by the 
co-operative movement to agriculturists cover but a very "small 
proportion of then needs 

Depegts in existing sxstbm. 

170 It IS not, howevei, denied that theie are seveial defects 
m the working of the movement, some of them of a giave nature 
The Managing Governor of the Imperial Bank who offered the 
severest ciiticism said that, in his opinion, the business of the co- 
opeiative movement as a whole could not be considered to have been 
conducicd m a saC'ifactoiy manner Accoidmg to him '‘The 
fundamental principle of tine co-opeiation is lacking Oveidnes are 
highly excessive Audit is defective Control is inefficient” The 
Boval Commuj'^ion on Agriculture, which as already stated took 
stock of the situation as recently as 1038, also pointed out that 
the “members of societies delay payment even ndien able to 
repay , understanding of the pimciples of co-opeiation and know- 
ledge of the essentials of ruial credit aie lacking , office holders 
refrain fiom taking action against defaulters and the spirit of self- 
help IS not as prominent as it should be, if the movement is to 
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be a live force in the village Even where defects are obvions 
and admitted, there is reluctance, as dangerous as it is regrettable, 
to hquidate societies whose condition is beyond remedy’’ The 
Provmcial C omimttees substantially endoise ihese obseivations, and 
these defects aie more oi less common to the working of the societies 
m all provinces The feature of over dues and its evil effects are 
specially emphasized by the Provincial Committees and the figures 
for overdues are given by almost all Committees We strongly 
emphasize the need for carefully scrutinising the economic pur- 
pose of the loan and the repaying capacitv of the borrower, in 
dispensing co-operative loans Extensions for repayment should 
be given only in circumstances of exceptional difficulty and any 
tenderness in deahng with defaulting members should be avoided 
At the same time, we desire to emphasize that repavments of loans 
should not be restricted to the same period for all debtors, but 
should be fixed according to the special needs of individual 
borrowers 

171 It will be seen from these table-' t^ at the chief activity 
of the co-operative movement has so lar been the establishment 
of credit societies these being the simplest to be formed and to be 
managed and supervised The r.ime has now come to break new 
ground in the larger economic interests of the mass of agricul- 
turists We are of opinion that provincial Registrars should en- 
courage the development of non-credit societies and register them 
when properlv organized The Royal Commission on Agriculture 
have pointed out the need for the application ot tlie co-operative 
principle in other directions and foi educating the people to accept 
the teaclnng of tlie agricultuial and veterinary experts and pre- 
panng the ground for the adoption of the experts’ advice, for 
example, if societies for ]oint cultivation be started under capable 
guidance, a gioat deal of the cost of cultivation can be cut down 
and theie will Lea greater possibility of the smaller agriculturist en- 
joying tne benefit-: of any improved maiketmg facilities Buch socie- 
ties require continuous efforts and in order to ensuie then success 
and to propagate the idea it is necessai'y that the efforts should, at 
the outset, be concentrated in selectedyu places and the improve- 
ments effected jiatiently and contmuously watched Agam, societies 
which provide inanure and seeds or othei agricnlruial requirements 
should in the ‘aine way be encouraged, especially as the staff of 
the agri'.ultuial departments could not inaire any substamial 
advance in these directions by then own unaided efforts alone 
Similarly the piow&ion of implements on hire or on a svstem of 
hire-purchase offeis another u^seful line of development The great 
scope for pioctssing societies in rural areas also reijuires mention 
Rice-hulling, colton-ginmng, peeling of grams, preparing milk pro- 
ducts and the like are various methods m which the agiiculturist 
can be helped and his outlook widened Co-operative societies m 
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Bombay and INladras have already taken to niocebsmjr with ad- 
vantage and we recommend stionglj’’ that the non-official leadeis 
of the movement and the officials ot the Co-opeiative Depaitment 
should make special efioits m promoting societies of such special 
tjpes We have dealt with co-opeialive sale societies and artisans’ 
societies m latei chapteis 


x\DD1T. 

172 As leg.udb audit, m Buima wheie the Caheit Committee 
on Co-operation submitted then lepoit after the Boyal Commis- 
sion had lepoited, the position is shown to be veij unsatisfactory 
Theie is evidence befoie us to the etlect that audit in most places 
elsewheie than in Burma is also detective and does not confoim 
to the btatiitoiy lequiiements as explained rod amplified by the 
Maclagan Committee 

173 It is ot the gieatest impoitance to hare an efficient and 
thoiough audit in order to prevent bad management and embe/:/le- 
ment and to inspne confidence ot the ln^estmg public The 
existing aiiangements vaiy fiom piOMiice to province and are 
said to be unsatisfactoiv m most piovinces We diaw' attention 
to the fact that undei the Act audit should include an examination 
of overdue debts and a valn.ition of the assets and liabilities of 
the societies, which indicates that moie than a mechanical audit 
is reqmied Audit, supervision and inspection of societies wduch 
aie closely allied functions aie now rested m two and sometimes 
tluee difleient agencies, lesultmg in much oveilappmg ol work 
and waste of effoit and monev After a full consideration of these 
points, and of the efficiency of the auditing bysiein in European 
countiies like Geimanv and Austiia, w^e lecommend that foi the due 
discfiaige ot the statutory functions of audit special district unions 
should be formed to cany out audit, supeivision and inspec- 
tion of the societies The distiict need, not iiecessaiilv be an admi- 
nistrative (levenue) distiict, but it may be an area wnth a con- 
veniently manageable numbei of societies w'hich can be affiliated 
to the District Union These Unions must be legisteied under 
the Co-opeiative Societies’ Act and formed of the co-operative 
societies (piimary, cential, ciedit and non-ciecht) in the aiea of 
4he distiict union The lepiesentation of societies rvonld ensiue 
local touch and non-official initiative and enteipnse The legis- 
tiation may be wnthdiawn in case the Union does not discharge its 
duties propeily The staff employed bv the Union shall be 
recruited from persons certified or licensed by the Begistrai and 
+he licence of anv employee shall be liable to he withdiawn hy 
the Eegistrar foi sufficient cause There must, howwer, be no 
interfeience by the Eegistrar in the mteinal management of such 
a Union There may be specially trained Government officials on 
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itbe Board of these Unions, which shall consist otheiwisp of the le- 
,pieientcitives of the affiliated societies, and Government officials may 
-also be deputed lo serve on then staff The stilf of these Unions 
should howevei be employed and paid foi by the Unions Besides 
audit, supervision and inspection of the affiliated societies, 
these Unions should also provide practical training to can- 
didates for lecrnitment to the audit, supervision and inspec- 
tion staff of the co-operative movement The general work of 
co-opcrarave educ, uon and piojiaganda, oigamzation of co-opeia- 
tive societies and expanding tlie movement should be done by the 
Provincial Co-opeiative Institutes The staff of co-opeiative 
oigaiii/otions should consist of men thoioughV trained from 
bottom to top It should be a rule that no auditor, supervisor, 
inspectoi or a higher officer of a Union shall be emploved without 
liaiing passed the piesciibed tests and ihrougn a prescribed 
appi enticeship There should be close connection between the 
auditnm union and the central banks concerned, by inter change 
of important lepoits and statements on primaij societies, leaving 
the central i auks to make such aiiangements only for inspection 
as may be necessary to safeguard their financial interests, such 
inspection being not only the responsibility but also the duty of 
The central banks 

The District Unions ma\ be ffideiated into a separate pro- 
vincial (Apex) Union or may be affiliated to the existing Pro- 
vincial Co-opeiative Institutes as a special branch thereof accord- 
ing to local conch lions In the Punjab and m Bihai and Orissa 
the Provincial Institute employs all the audit staff which woiks 
undei Governmental control The staff of the Apex Union or 
the audit branch of the Provincial Institute shall be non-official 
employees of the Union or Institute The licensing of the staff 
by the Begistrar shall be on the same lines as for the District 
Tlnion The District Unions and the Provincial Co-operative 
Bank shall be represented on the management 

The main tasks of the Provincial Union oi the Audit brancli 
of the Provincial Institute shall be (a) supervision of distiict 
TJuions, (^) audit of central banks and other central associations 
and (c) audit of provincial bank, provincial institute and other 
provincial co-opei ative organizations such as the Piovmcial ]jand 
Mortgage Goiporation 

The expenses of audit of district Unions and of the provincial 
Union or audit bianch of the Provincial Institute shall be met 
from the contiibutions of the affiliated societies (piimary and 
central) and ‘'Ub‘'idics from the Government, which should be pooled 
to form the lesomces of the provincial Union or Vudit branch of 
The Provincial Institute 



136 


CHAPTER IX. 


Other Defects 


174 One of the weaknesses of co-operative finance is said 
to consist in its inelasticity, dilatoiiness and inadequacy Almost 
all the ProMiicial Committees have adverted to this weakness in 
the oi'ianization and more oi less admit its prevalence One- 
result IS that the cultivator who is a member of a ciedit society has 
to resort frequently to the money-lender as well for accommoda- 
tion Another result is that a habit has grown up among societies 
of taking up as much as they can from the central banks once a 
year and giving out the mone}' to then membei s in a lump sum in. 
the hope that it may last during the whole year, without putting 
the membei to the inconvenience of applying in instalments as 
need arises, for compliance with such applications is not forthcom- 
ing promptly in many areas The money received in a lump 
sum IS spent as soon as received, and when other needs 
aiihC, money is again borrowed at exorbitant rates from any 
other credit agency available To a certain extent, it must 
be conceded that the co-opeiative s\‘?tem cannot be made as 
elastic as the money-lenders’ as certain foimahties have necessarily 
to be observed , but it has also been admitted by Provincial 
Comu'ittees -hai the system of working should not be rigid 
and should be such as can be understood and followed without 
difficulty by a population not very conversant with business 
piact'ce The iemed> that is suggested b\ more than one 
Couumttee, and uith nlncli w’e agiee, is the intiodiichon of the 
normal credit system in the societies This svstem requires 
a society to fix the credit limit of each member m advauco of the 
season and to make anaugements foi seeming the necessary finance 
in time The amount so sanctioned will be at the disposal of the 
society, and members wall be at libeity to draw" as and wdien 
necessity arises, inteiest being chargeable on the loan onh fiorn 
the time the money is actually diaw'u Applications for crop- 
finance can be made and sanctioned in ad^a^ce The supenismg 
and inspecting authorities should see that these credits aie fixed 
h^ the societies at the propei time and sanctioned bv the banks 
wuthout delay This piactice is gaining ciiriencv in Bombay and 
Madras Gianting ci edits on current account and cheque trans- 
actions should also be introduced wherever possible Tins would 
to =>ine extent obviate the evils wdiicli aiise fioin amiculliirists 
not being able to get promptly the finance lequired bv them 
The Aery limited extent to which the co-operative societies can 
afPord financial facilities foi dischaige of prior debts, the ino^-i 
insistent of the purposes for which loans are required, has already 
been stated Thi^ incapacity of the existing" oiaanwationg is 
inherent in their constitution and the nature "of their lesonrces 
Long-term credit cannot be foithcomiug until land morferat^e 
banks are greatly multiplied and it will take some considerable 
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i im p. before this can be done The present difficulties, it must be- 
jKunted out, are said to be also due not infrequently to the ineffi- 
ciency oi selfishness of many a managmg cominiitee .ind to a 
lack of understanding of co-operative principles by the bulk of the 
members 

17j One of the main lequisites of agncultinal ciedit is that 
it should not be too costly I'kom the tabular statement given 
m pai.igiaph 166 it will be seen that credit provided by the 
co-opeiative orgamzation is still much too deai for the 
cultivatoi in some provinces This is to a certain extent 
inevitable, foi two or three inteimediate agencies, each requiring 
sepaiate maigins of working, have to be interposed between the 
ultimate borrowei seeking credit and the origmal lender oi 
depositoi seeking investment, the primary society, the central 
bank and the provincial bank have each to absorb a portion of 
the difference between the rate of interest at which money is 
attiacted into the movement and that at wffiich it is lent out to- 
the ultimate boiiow'er Undei ideal conditions, the rural credit 
societies are expected to attract locally all the capital needed for 
the lequiienienis of the memheis, preferably from members’’ 
deposits out of then savings by the piactice of thiift But these 
ideal conditions are not to be found anywhere It may be admitted 
that conditions in India fall short of the ideal to a much greater 
degree than elsewhere Hence the greater necessity for secon- 
dary bodies like the central and provincial banks to attract 
comparativelv cheap money from urban areas and to act as financ- 
ing agencies and balancing centres to the pnmai les The secondary 
agencies vhith are themselves constituted on co-o])eiative basis are 
now found indispeiwable in eveiy province, foi it would be impos- 
sible foi the agncultuiist to get loans even at the present rate of 
inteiest without the help of these inteimediaij' organizations 
The point is foicibly illnstiated b}' the tendencies noticed in the- 
United Proannees and in Bombay In the United Piovinces 
where there is no provincial hank at piesent, therebj' ledncmg the 
niteiraediaries, by at least one agency, the need for the establish- 
ment of a pioimcial bank has been emphasized by the pro- 
vincial Committee On the othei hand, m Bombay where the 
idea that the inteimediate agency of the central bank may be 
partially dispensed wuth and the cost of running the credit organi- 
zation reduced w tiied, the later tendency has been to leinstate 

and stienglhen the central bank The Bombay Committee 
recommend the fouveision of branches of the provincial bank into 
independent bankmg unions, provided that the banking union with 
the assistance of the provincial hank should be m a position to give 
the same facilities to the constituent societies as aie obtained by 
them at present and that two-thirds of the societies m the area 
should agree lo lire conversion lire Bengal Comraittee disapprove 
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of the idea ot the central banks being biancbes of the provincial 
bank 

176 VaiioHS suggestions winch have been made for i fuitber 
reduction m the piesent lates of interest are 

(11 Punctual lepayinent of loans by the nieiobers of the 
society and eftective leduction of oveidues, thereby 
making the cential and apex banks Cnaiiciall} sounder 
and consequent!}^ able to get money at cheaper lates 

(?) Peducimn of the woiking expenses of central banks m 
some piovinces where the} are now unduly high 
\vhi]e for instance m the Punjab their woikmg ex- 
peiVLS in ] 928-29 were less than 7, a per cent of their 
wcrliing capital, in Bihar and Oiissa on the other 
. hand, the percentage w^as as high as 2 37 

(3) Boiiowmg by cential banks at cheaper lates foi short 

terms and utilization of urban slack money 

(4) rsbibhchment of moie intimate lelations between the 

piovincial banks and the central banks so that the 
latter may follow the lead of the piovincial banks m 
the matter of the legulation of then deposit rates. 
The piovincial banks must be vested with ceitain 
powers of control and supeivision over the cential 
banks, of course with the willing consent of the latter 
and with due sTfeguaids for ensuring a piedorninant 
vmce to the central banks m the management of the 
aHairs of the pio\incial bank 

^5) A dnect tapping of savings by rural societies wherevei 
1 C is possible 

ATe commend these suggestions to the Provincial Go'.eriiments 
^i.nd the non ohicial co-operatois for careful con^idciation We 
consider that if a lural society chaiges its membeis a rave higher 
than IJ per cent pei annum, it should form Jie subject of careful 
cnquiiy b} the ProMiicial Goi eminent and the piovinciul bank 
concerned and steps should be taken to leduce rhe rate of interest 

177 It has alieady been pointed out that the assets of the 
majoiitv of agiicultuiists aie not such as would be accepted as 
suitable securit} for financial accommodation bv joint-stock banks 
The co-operative organization aims at oveicommg this difficulty 
by converting the honestv and tluift of the agriculturist into an 
ehgib/e asset on wffiich he can raise credit In order that the 
uystem should work propeily it is essential that a co-operative 
society should eliminate all dilTerences in the status of the mem- 
bers and avoid the danger of the contiol becoming concentiated 
in the hands of some poweilul interests, a tendency w^hich is 
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noticed m some places and commented on by some of the pro- 
vincial committees The emergence of these phenomena in the 
working of the central banks necessarily leads to undesirable 
jresults such as the ovei-financmg of societies to keep up dividends 
the maintenance of high interest on deposits and the receipt of 
superfluous deposits witli a view to providing remnneiative and 
safe investments to the controlling interests, and interference in 
the working of the primary societies in the inattei of sanctioning 
loans The same phenomena in the piimary societies tend to the 
interests of the small producer being neglected in favour of his 
moie poweiful colleagues The co-opeiative organization provides 
a most convenient and cheap method of raising finance for 
•agriculture only so long as the members ot the organization 
appreciate the principles and meaning of co-opeiation and realize 
the value of then practical application to the daily needs of their 
life 

178 Besides the defects mentioned above as being more of 
less common features of the movement, the various Provmcial 
Committees specif^’’ seveial defects as being more pronounced in 
then provinces 

(i) Assam — 

(1) Inadequacy and want of tiained staff and honorary 
workers and want of banking knowledge among 
directors 

<2) Frequency of benami loans and defalcations in societies 

'(3) Inadequate provision for fluid resources 

14) Co-opeiative stoies allowing purchase on ciedit largely 
instead of insisting on cash payments 

(5) Indiscreet extensions of loans 

(ii) Bengal — 

(1) Lack of training of the official stall 

(2) Paucity of the inspecting and auditing ofliceis 

(3) Tendency to make central banks too small 
<iii) Bihar and Onssa — 

(1) Piepondeiance of middle-class urban element in the 

duecfcion of policy 

(2) Mixing up of shoit and long term finance m the cential 

banks 

(3) High lates of interest charged to ultimate bonowers 
<iv) Bombay — 

(1) Careful selection of membeis not universal. 
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(2) Short, intermediate and long term loans not clearly 
distinguished 

(v) Burma — 

(1) Excessive tenderness in deahng with members and 

societies that did not repay loans 

(2) Failure to observe fundamental banking principles. 

(3) Failuie to tram the stall 

(4) General delay in liquidation of bad societies 

(5) Insufficient connection with tlie commercial banking 

system of the country 

(vi) Central Areas — 

(1) Feeling of incsponsibility among its officials and 

managing bodies of cential co-opeiative banks for 
anything that goes wrong 

(2) Selection of dishonest and highly indebted members 

(3) Selection of selfish, partial and irresponsible members 

of the managing committees 

(4) LaMsh borrowing bj? committee members 

(0) Inadequacy of co-operative stall and absence of hono- 

rary workers 

(vii) Central Provinces — 

"Recklessness in advancing money 
(vm) Madras — 

(1) The knowledge of banking in the staff and the directors 

generally inadequate 

t2) Tendency to mix up philanthropy, business and politics. 

(ix) The Punjab — 

(11 The inefficiency and selfishness of many managing 
committees and the consequent delays m making 
loans 

(2) Borrowing more than necessary 

(x) United Provinces — 

(1) Accounts not accuratelj' maintained 

(2) The inclusion of zemindars and money-lenders in the 

societies, disturbing the feeling of equality of status 

(3) Absence of i pio-niicial bank 

179 "We agie? that the co-opeiative movement is now suffenng 
from lack of training on the part of botli the official and the non- 
official co-opeiative staff and w^e recommend that special steps 
should be taken for then efficient and adequate training We 
further suggest that endeavouis should be made to get trained 
secretaries for the societies The experience of other countries 
employing in that capacity school masters and letired officials 
residing in villages has been very satisfactoiy 
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'With a view to avoid the evils of bad management m the rural 
societies, it has been suggested to us that a special supervising 
boaid should be created in these societies in addition to the 
managmg committee or panchayat, and that personal lesponsibihty 
should be fixed on the members of the managing committee m 
regard to the giant and lecoveiy of loans We have caiefully 
considered this suggestion and we do not approve of it We are, 
honeAei, piepared to agiee that if the panchayat of a society should 
advance loans in excess of the limits prescribed by the by-laws 
of tre society or otherwise, they should be held personally liable 
as guarantors of the loan and the rules under the Act should, if 
necessary, he amended accordmgly 

We further recommend that generally speaking central banks 
should operate over fairly large areas with a good number of 
societies affiliated to them, and should not be too small The 
management of a central bank should be in accordance with busi- 
nesslike and co-operative principles Full-time secretaires or 
managers of the best character well trained m banking and co- 
operation are essential 

■t 

Belations between co-operative banks AND Imperial Bank of 
India and other joint-stock banks 

180 The various provincial banks and central banks have ca^h 
credit and overdiatt arrangements with the Imperial Bank of India 
as shown below — 

(i; Bihar and Ortssa — The Provincial Bank has tw^o cash 
credit accounts at bank rate (one for Es 4 lakhs 
against pro-notes of the provincial bank guaranteed by 
the guarantee shareholders and another for Es 3 lakhs 
against pro-notes of the central banks) and an 
arrangement for overdraft for Es 2 85 lakha also 
at bank rate secured by Government paper 

<ii) Bombay — The provincial bank had a cash credit of 
Es 8 lakhs which was curtailed 2 years ago and has 
now been completely stopped 

<m) Burma — Some central banks had arrangements for 
advances against Government paper as well as socie- 
ties’ pro-notes The total of advances is only Es 2 
lakhs actually given pins Es 1 lakh for which arrange- 
ments are practically complete 

(iv) Central Provinces — ^The provincial bank had cash credit 
up to Es 4 lakhs against societies’ pro notes but thi'? 
has recently been withdrawn Central banks at 
several places get advances on the security of Gov- 
ernment paper 
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{y) Madras — ^I'he Madias Cential Uibaii Bank and th& 
contidl banks are gianted cash ciedits on the seen- 
iity of luial ciedit societies’ pio-notes both for the 
pin poses ot granting shoit-term agiicultural loans 
and foi being utilized as fluid lesources The credit 
so made available was at a fiat late of per cent. 
The Impel lal Bank of India has le'^ently notified its 
intention to discontinue the accommodation for fluid 
lesoiuces on the security of agiicultural societies' pro- 
notes and it has requned the substitution m 5 yeara 
at the late of 20 pei each yeai, of Government paper 
in place of societies’ pio-notes The rate of interest 
is no longei a fixed one Imt is the fluctuating bank 
rate Dining the last tivo years ti\o-fifths of the 
accommodation foi fluid resouices on co-operative 
papei has actually been withdiawn 

(vi) The Punjab — ^.Vll cential institutions have overdraft 
facilities against Government papei , used almost 
entirely foi the puipose of lepaying deposits and 
haidly at all foi lending to primary societies 

The following statement gives the total amount of advances to 
co-operative banks by the Impenal Bank of India as on the 31st 
December 1928 


Province 


Bengal . , 

Bombay 

Bihar and Orissa 
Burma 

Central Provinces 

Delhi 

Madras 

Punjab 

United Provinces 

Total 



Limit of credit 


Against 
Go\ er ament 
and other 
authorized 
securities, etc 

Against the 
borrower’s 

D P Notes 
and D P 
Notes of 
Bural Credit 
Societies 

Total 

33,34,525 

2,10,000 

35,44,525 

8,31,750 

4,00,000 

12,31,750 

2,85,000 

6,00,000 

8,86,000 

20,72,410 

1,00,000 

30,72,410 

6,00,000 

2,00,000 

8,00,000 

7,89,6i2 


7,89,612 

21,71,900 

54,16 000 

76,87,000 

83,41,781 

3,66,262 

87,08,043 

20,600 


20,600 


2,06,39,840 
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IBl The policy of the Impeiial Bank of India in regaid to the 
grant of finaiuial assistance to some ot the piovincial and central 
co-opeiative hankb seems of late to have undergone a definite 
change and it is stated that it shows to-day a much smaller 
•pieasiiie of leadmess to help them than it used to do in the past* 
From the evidence leceived it apjeais that the Imperial Bank ot 
India IS pi opaud to continue the accommodation hitherto given 
against soi leue^’ pio-iiotes so long as sucn eccoinmodation 
IS leqmied ioi shoit-term agiiciiltiual loans An application 
iii.ide by tne Madias Cential Uiban Bank this yeai lor such 
accommodation and supported by the Begistiai was, however, 
lejected by the Imperial Bank In so lai as the accommodation is- 
utilicfcd tor the pin pose of fluid lesbuices, the Impeiial Bank 
insists on the leplacement of the pio-note'- of societies by Govern- 
ment pioniissoiy notes The object of the Bank in taking this 
step IS said to be to induce the co-operative banks to build up 
fluid lesoiiices within the movement itself and not depend on 
outside sonices of help foi it inai not always be possible 
to depend on the Impeiial Bank in a time of ciisis as that 
may happen to be a tune when the Impeiial Bank itself may 
find it nece'^saiv to guaid its owui fluid resources The 
Impeiial Bank has aho indicated tw'o other objections to 
the present system, vxz , (1) that the value of the secuiity depends 
on the sound working of the piimary societies, and the complaints 
leceived of enoimous overdues and inefficient audit and control 
show tliat all is not w'ell with the jnimary societies everywhere, 
and (2) that the securitv affoided by societies’ pio-notes is not in 
the long lun a first class and desiiable '^ecuiity as in the last resort 
any sales by the Impeiial Bank of land of the cultivators which 
is the ultimate backing to the societies’ papei will not be a practical 
iJioposiLion and may be politically undesiiable ’Phe view ot the 
co-opeiatois on the other hand is that there is nothing more secure 
than rural societies’ papei, backed as it is by the joint and unlimit- 
ed liability of the members, which is a leal and a powerful factor 
in co-opeiative credit , that in practice the central and pio- 
vincial banks accept as collateral security and transfer to 
the Imperial Bank only the pio-notes of good societies and of 
shoit matuiity, that the conditions* which regulate the overdrafts 

■1‘Tlie conditions aie — 

(i) As a geneial lule, the amount of the cash credit is not allowed to 
exceed the owned capital of the central bank conceined (It is 
much less in piactice undei the existing air.angements) 

(ii) The actual value of the collateral 'securities furnished should he in 
excess of the cash credit sanctioned by at le.ist 33^ per cent 
(ill) Each cential bank should forward to the Impeiial Bank eae y 
quartei a list of promissoiv notes lodged as collateral securities' 
showing the amount outstanding on ^ich piomissory note together 
with a ceitificate to the eftect that the piomissoiy notes lodged as 
rollateial '■ecuritips arc in order Ihe h'^t .and the certificate are 
verified eveiy half-year bv the Dcpiitv Registrar concerned, and 
the ceitific.ate of each vorificition is forwarded to the Impernal 
' Bank through the Registi.u 
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aT6 very stringent , and that ultimate lecouipo to land sales to liqui- 
date such papei imU geneially not aiise and that the iisk is there- 
iore imagiiiary Co-opei atoi tuitlicr uige that the maintenance of 
fluid lesouices means cost and that if such cost is to come tiom 
the income ot the co-operative banks the raaigin ot then piofits 
^ill be consideiably reduced and the attemjits at fuithei leduction 
of rates of mtciest to agiicultunsts will fail The ultimate result 
theiefoie of the action of the Impeiial Bank will piobably be to 
make money deaiei to the agiicultunsts It is also pointed out 
that the eiitne limit of ciedit hitheilo allowed to all the co- 
opeiatne banks in India on the covei of societies’ pionotes is no 
more than Es 73 lakhs, part of which was used foi short, teini 
loans and the lesfc A\as mostly left undiaun to sene as fluid lesoui- 
ces This was a compaiativeh small sum ioi the Imperial Bank 
with its large lesouices Moieovoi, as the Bank enjo'^s the benefit 
of the laige fiee balances of Government tlieie is a moral olihgation 
on the part of the Bank to finance the agiicultuial co-operative 
societies and if any change in the e\isting aiiangements is at all 
called foi, it is in ilie dnection of tinning that moial obligation 
into a contiactual guaianteo oi a statutoiy liability We have 
■discussed this mallei fully with Sii Osborne Smith, Senioi Manag- 
ing Go\ernoi of the Impeiial Bank of India and ve cin])ha=i7cd 
m our discussion the importance of these facilities being generously 
given on proper co-opeiative paper satisfying the standards pte- 
senbed by the Bank We aie glad to note that Sir Osborne 
Smith has assured the Committee that if the co-opeiative banks 
nffered as eecniirt only the papei of A and B c'ass ‘-odPties,^ the 
Imperial Bank of India would be prepared to give the matter 
'seiious and s}mpathetic consideiation We desne again to 
emphasize the importance of these facilities to the co-o]ieraine 
movement We feel that the change of policy to which we ha\e 
lefenod i<i unfortunate, especially at a time when the (o operative 
mo\oment is piowing in vitality and is extending the scope of its 
usefulness tov.aids the social and economic uplitt of the luial 
population and when its financial need-, are therefore likely to 
inciea'ie lapidly 

_ 182 Complaints have also been received about the dif&culties 
raised by the Imperial Bank of India in legard to the free lemit- 
tance of iunds by co-operative banks The Government of India 
have held the view that buying and selling of remittance foi other 
than -o-operative puiposes, is not consistent with the piinciples of 
co-operative banking and have ordeied that lemittance transfer 
receipts foi honn fide co-operative purposes may be issued if tlie 
co-operative banks certify that the transfer is for co-operative 


♦ Fot classification of Societies 
Townsend Report, page 147 


into A, B, C end D, see Appendi-^ II 
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purpose It has been stated that e\en the ceitihcates o£ co- 
operative banks to this eliect aie not accepted by ceitain blanches 
ot the Imperial Bank, and it is mged that this atDitude is uncalled 
for and unjustifiable The action taken by the Imperial Bank in 
the mattei has been justified by its Managing Governor m his 
evidence before us as nairanted in the interests not only of the 
Impel lal Bank but also of the Indian joint-stock banks which do 
not enjoy the facihty of free tiaiisfers He thinks it is irregular 
for co-operative banks subsidized by the tax-payei to the extent 
of the cost of the Co-operative Department and exemption from 
lucoine-tax, to compete in ordinaiy banking business with com- 
mercial lianks which have no such advantage We considai that 
flee remittance of funds for co-operative purposes is of the utmost 
importance to the co-operative movement and that no attempt 
should be made to curtail the piivileges unaer the rules of the Gov- 
ernment of India in this matter As regal ds lemitlance facilities 
for othei than co-operative purposes we lecommend that co-opeia- 
tive banks should be entitled to the same privileges as joint-stock 
banks We may in this connection invilc attention to the follow- 
ing extract fiom the memorandum of the foreign banking experts 
on Commeicial Banking with which we whole-heartedly agree — 

“The co-operative movement m spite of impeifections and 
of unavoidable setbacks deserves eveiy possible assist- 
ance from all quarters, because there is no better 
instrument for raising the level of the agiicultuiist of 
this country than the co-oiieiative effort, and a stiong 
appeal to the banking interests of the country to 
assist this movement seems not at all out of place 
The Imperial Bank particularly ought to continue and 
to increase its endeavoms to supplement the present 
organization of co-operative credit with expeit advice 
m a business spiiit and with financial assistance “ 
183 It has been biought to oui notice that the Imperial Bank 
has withdrawn the cash ciedit in the case of the Bombay Provin- 
cial Bank even against Government paper because under the Pro- 
vincial Bank's debenture trust deed, the trustees have a floating 
charge on all the general assets of the bank The Royal Com- 
mission on Agriculture held the view that in the absence of special 
conditions a simple floating charge does not prevent the assets 
from being pledged as cover foi loans from, or overdrafts with, the 
Impeiial Bank The Managmg Governoi of the Imperial Bank, 
has, however, pointed out that the debenture trust deed is not 
free from special conditions, mde the prohibitory clause against 
subsequent charges contained in paragraph 6 of the deed He 
has reported that the Imperial Bank’s decision was come to after 
obtaining legal advice on the point and that the proper course for 
the Bombay Provincial Co-operative Bank is to amend their deben- 
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tuie trust deed in such a A^ay as to cause tlie security offered to 
tl'.c Impel lal Bank to rank pnoi to that created under the deed 
While we agree that the trust deed might require to be amended 
so as to remove the special conditions referred to aboie, we do not 
think that in this case the aiithoiities of the Impeual Bank are 
justihed m demanding that the security offered to them should 
lank piicr to thai created undei the deed 

184 Our colleague, Mi G K Devadhar, does not wholly agree 
with the conclusion m the preceding paragrapii He holds that tne 
Imperial Bank ot India is putting too technical and nanow an 
luterpietation on the debentuie tiust deed of the Bombay Pro- 
vincial Co-operative Bank, which la not borne out by the authori- 
tative legal opinion and ciinent banking practice He liolds that 
(1) the debentme deed is of the essence of a floating charge cn 
the general a'-sels, tor the time being, of a going concern, winch 
remains dormai.t until the nndertafang charged ceases to be a 
going concern or until the person m whose favour the chaige is 
cieated intcivcnes, (2) until such mteivention, the body concerned 
has a fice hand to dispose of assets, such as those represented m 
the piesert msiance by ‘agricultural paper’ or Government 'securi- 
ties, in the otdinary couise of its business and the nslilution is 
at hbeity to (leate specific mortgages ranlving in puorily to the 
floating chaige ' (3) with the development ot banking ard the 
proper appieci.Uion of the legal significance of a floating charge, it 
lb not the piaclice now to insist, as used to be not nncomraon 
pieviousiv, on punision being made in debenture trust deeds 
specifically erapoweiing companies to deal freely with their assets 
m the ordinary course of their business, and (4) accoiding!} the 
Impeual Bank of India may well be requested and agam appio- 
ached to iccoiaidei its decision in the matter of allowing such 
credits to the Bombay Provincial Co-opeiative Bank In view of 
the fact that the tiust deed ot the Piovincial Co operative Bank 
contains a special condition that the bank cannot create anj'- subse- 
quent moilgage which will rank fan passu or piior to the chaige 
created in favoui of the debenture-holder, the rest of the Com- 
mittee feel unable to go beyond the recommendatio i they have 
made m the pieceding paragraph, until the legal position aiibing 
out cf the '^pecnl condition referred to is cleared up by a competent 
‘legal authority acceptable to both paities to the dispute 


185 As legaidv' the relations of co-operative banks with other 
jomt-stock banks, no seiious complaints Lave been made by joint- 
slock banks of unfair competition In fact, their respective 
spheres of activity are so widely apart that there does not exist 
at present scope for a close competition between them There is 
nowever, a feeling that in the matter of deposits the co-operative 
banks witli the help of Government assistance and prestige are 
competing imfanly But figmes furnished by various Pi ovincial 
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Committees ten cl to show that the allegation ot tmfair competition 
za not well founded Por example, the deposit rates of co-operative 
banks in Bihar and Oiissa, where rates are higher than many other 
• provinces, compaie as follows with the tcinl-stock banks’ rates — 


Bant.s 

1 

i 

Current 1 
account | 

Pavings 

bank 

Fixed deposit 

1 year 

! 

Iraper'al Bsnk 

nil 

3 per cent 

per cent 

1 

Brovancial Co-op^iative Bank 1 

2 p^r cent 

1 

4 

44 )> 

Onsba Co ope^'afeive Central Baaki 

- 

4 ,, 

7 

Other Co operative CentrahBaaks 


4 

6 

■Orissa Joint Stock Banks 


35 „ 

64—74 „ 

Other joint stock hanks 

2 — 3 per cent 

35-4 „ 

1 

5—0 


Moreovei, at piesent the amount of deposits whiih the central banks 
accept aie limited, and the rates of inteiest offered for them are 
not likely to [■'e higher than the lending rate ot the provincial 
banks which is mostly 6 per cent, for no puipose will be served 
by attracting dealer local money when cheaper money can be had 
fioiu the provincial banks Generally speakmg, it is, therefore, 
doubtful it there could be any serious competition between t?iem 
and the ]omt-stock banks The Secretary and Treasurer of the 
Imperial Bank of India at Calcutta has himself admitted this befoie 
the United Provinces Committee 

Phe Madras Committee have pointed out that there is cne direc- 
tion in which there is some competition wdnch is bound to grow in 
future It is in the matter ot produce loans It has not reached 
an acute stage i et , but the co-operative banks cannot in the end 
fail to affect the lending business ot other institutions so far as it 
lelates to loans against produce Rut the Commit! ee add that the 
extension of the co-operative aotivity in this sphere is m the ulti- 
mate mteiests of the cultivator to whom it would secure with more 
certainty and in a much larger measure the profits of agiicultuie 
We consider that loans against produce to the members of co- 
operative societies are of great economic benefit to the cultivators 
and we recommend that such loans should be encouraged subject 
in storage accommodation being available and subject also to the 
piovisions of the by-laws of these societies 

186 The Managing Governor of the Imperial Bank of India in 
his evidence suggested that co-operative banks should confine then 
activities to co-opeiative banking and should not be allowed to com- 
pete in other forms of banking with commercial banks and 
indigenous banlters They do not compete at present to any gieat 

K 2 . 
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extent, but he referred to the considerable body of opinion among 
those interested in the movement which wanted co-opeiative banks 
tp undeitake all foims of banking ‘He expiessed the opinion that 
co-operative banks have not the necessaiy knowledge or organiza-* 
tion safely to undeitake the busmens The foims of banking he 
had ill mind weie opening of cuirent actounls, purchase ot drafts 
and sale of lemittance Go-operators, specially those fiom Bom- 
bay, disputed his statement about the want of knowledge and 
business capacity of co-operative banks to do these items of busi- 
ness We have alieady lecommended that granting credits on 
current account and cheque transactions should be introduced in 
co-opeiative institutions wheieier possible As regards lemitiance 
business we do not desiie to place any lestiictions on the activities 
of co-opeiative societies, but we have recommended that the special 
facilitieb foi fice remittances gi anted by the Government should 
be restiicted to remittances foi co-operativc purposes only and that 
in regaid to other remittances the co-opeiative banks should be 
given the lates enjoyed by the jomt-stock banks 

187 In connecTion with the relations between the co-operative 
banks and the other banking institutions, a question is often raised 
as to the ultimate relations of the Government with the co-operative 
movement The Managing Goieinoi of the Imperial Bank of India 
has stated in his evidence that the credit viiich the co-ojierative 
movement enjoys in the money market is chiefly based on the 
connection of Goveiniuent willi the moiement and the impli- 
cations of that connection have not. so far as he knows, 
been clearly defined As pointed out by the Central Areas Com- 
mittee, in theoi) the co-opeiatiie department of Government is 
responsible foi nothing except propaganda and audit, but in 
practice the responsibility actually goes much further It is 
suggested that the undefined responsibility of Government is 
perhaps the reason foi co-opeiative banks in Madias being required 
by the Eegistiar to have dealings only with the Impel lal Bank for 
purposes of cash credits and overdrafts, AVhen the Central Pro- 
vinces provincial bank suspended payment in 1920-21, 24 out of 
34 central banks were compelled to seek financial assistance from 
Government which aiianged to provide sums to be utilized in givmg- 
loans to membeis of societies on the guarantee of the societies as 
corporate bodies on behalf of then membeis The gesture was 
interpieted by the public as an implied Government guarantee of 
the solvency of the banks and it did more than anything else to 
restore the confidence of ihe depositors The financial solvenci of 
the provincial bank was restored in 1923 In Burma, where the 
movement has practically collapsed, the Government’ has taken 
the responsibility to attempt the salvage The collapse of the 
provincial bank had to be acerted by an oveidiaft which the 
impenal J3ank allowed it on the guarantee of Govennnent Grov- 
ernraent has m faci- undertaken to contribute i sum of Bs 35 
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laMis to lepay all its depositois m'full, and this is estimated to bo 
hulficienl lor the purpose On the whole, the position is that 
oidinaiily the Ooveininent does not at present assume any financidl 
id'^ponsibihty in case of failuie of any co-opeiatwe oiganization 
We lecomiuend that when the movement requites State aid in any 
exceptional circumstances as in the case of Central Pioviuces and 
Burma in the past, it should continue to lendei such assistance as 
may in its opinion be necessaiy But m the inteiest> of the gerieial 
taxpa}^^' and to encoiuage self-help and self-itliance m the co- 
opeiatois liicinscMves we would suggest that the Slate aid i^hould 
be of a temporaiy natme, sufficient to enable the societies to 
tide ovei the ciisis 

188 So fc'i as the mdigenous bankers and money-lendeis ace 
concerned, co-opeiative societies have seriously competed with them 
'1 he Puiija'D Committee have broadly summaii/od the position of 
the indigenous bankei m the following words “The mdigenous 
bankei has found it impossible to compete with the Impeiial Bank 
in lemittauce, mth the co-operative banks in deposits, and the 
]oint-stock banks in advances With deposits it is less a r. after 
of lates than of confidence PTis rates, 5 to 6 pei cent , aie not 
very different fiom those of leading co-opeiative banks, but he 
does not, and cannot inspire as much confidence as banks which 
are undei the aegis (though not undei the management) of (3-ovein- 
nient He has felt their competition the moie keenly inasmuch 
as like them he draws most of Ins depositors fiom the official and 
piofessional classes ” This has not, however, embittered their 
relations Many indigenous bankers aie diiectois of co-opeiative 
banks Some of the biggei bankeis have also placed money on 
fixed deposit with co-opeiative banks. A few act as treasuiers and 
Leep cash balances of the bank in cuiient account with themselves 
In manv cases, co-operative banks de]iend for their very existence 
on the help and support received from the indigenous bankeis and 
are even sometimes lun bv them We look fon\grcl to the con- 
tinuance of these relations in the future 

Present adequacy of funds vnd future needs 

189 In leeent years the co-opeiative movement m most pro- 
Muces has had moie money than it could utilize in advances to 
boiioweis We give below ceitain figmes relating to provincial 
banks which hear out this statement 


Provincial Bank 


Bengal 

Bombay 

Bihar and Orissa 
Oontral Provinces 
Madras 


Amount invested 
in Go\ernment 
Securities 
(Rs in laklis ) 

14 
4a 

15 
72 
5S 


Date 


31st December 1928. 
31st March 1929 
1 5th November 1928, 
Snth June 1929 
30th June 1929 
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But during tlie last six months or bo, owing to the fall in pncea 
of agricultiual pioduco, the resources of some of the provincial 
banks have pioved inadequate to meet the requirements of the 
societies and advances have been given ly or asked for from Pro- 
vincial Governments "We recommend that when a Provincial Gov- 
ernment IS satisfied that for meeting the needs of the movement 
in evceptional cncumstances, or tor the development of the agri- 
cultural industr}^ it is necessaiy to make loanable capital available 
to the ' 0 operative banks, the Provincial Government vilb ibe 
concuireiice ol its legislature should place at the disposal of the 
movement '•iiGi loans as may be necessary to meet the lequire- 
meiits Such f inds ‘^ball be placed at the dispo'-al of the piovincial 
banks to be loaned out to central banks and primal j' societies 
We fuithei recommend that coniiibntions fioin Government 
funds to the expenses of (be co-opeiatue movement in backward 
tracts and among the backwaid classes should be continued and 
ncreased 

Certain demands or co-operative banks 

190 The Co-opeiatne Banks have put foiwaid a claim for the 
following concessions — 

(1) Placing on a footing of statutory or conti actual gnaiantee 

the financial facilities at pieseut enjoyed by the co- 
operative banks at the hands of the Imperial Bank 
ot India and the piovision of finance on moie favour- 
able terms, and for longer peiiods, tJian at present 
Loans toi periods of over twelve months, but not 
exceeding tw'enty-fom months, should be granted, on 
pio-notes or on bonds of provincial banks, at bank 
late with fixed instalments foi repayraenr, , and short 
teun leans foi peiiods of 12 months and under should 
be granted on pio-uotes at 1 per tent below the bank 

(2) The giant to co-opeiative banks of ci edits foi agu- ' 

cultural opeiations and the discounting of then bills 
of exchange 

(3) The recognition of approved co-operative cential banks 

lu oreas where the Imperial Bank of India lias no 
blanches, as agencies for the management of Govein- 
ment sub-treasuries 

(1) The recognition of inland exchange business as a legi- 
timate part of the operations of the co-operative 
banks , and the grant ot further facilities for transmis- 
sion of funds through the tieasuiies, paiticrrlarly m 
wUb/kfl towns, with a view to eiicouiaiie the opening 
of uiban banks and branches of provincial or central 
hanks at these centres 
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(0) Provision of cheap capital for the acquisition or con- 

struction of godowns m rural aieas in order to en- 
courage the maiketing of agncultuial ciops financed 
on co-opeiative basis 

(6) Exemption to co-operative societies from payment of 
income-tax on eainings fiom investments m public 
securities or land moil gage debentures 

191 In regard to items (1) and (2) in paragraph 190, we have 
made in a previous paragiaph certain lecommendations regaiding 
the facilities to be gi anted by the Impeiial Bank of India to co- 
operative banks Those lecoiumendations aie intended to cover 
the peiiod before the establishment of the Reserve Bank of India 
■When this litter institution is established, we intend that provi- 
sion should be made in the Reserve Bank Act itself for linking up 
the co-operative banks ivith the Central Bank of the country and 
toi making the provision of agiicultural finance one of the func- 
tions of the Reserve Bank This matter will be dealt with more 
fully latei on in chapter XXII Broadly speaking, the Reserve 
Bank Act sho'dd make the following pioMsioiio — 

(1) The proi lucial co operative banks should along wu Ji ]oint- 

stock banks be included m the list of member banks 
and entitled to rediscount facilities from the Reserve 
Bank 

(ii) The Reserve Bank should be authorized to lediscount 
agiicultural bills drawm or issued for the pm pose of 
financing seasonal agiicultuial operations oi the 
niaiketing of ciops, and in oidei to meet the special 
Cv’i.ditions of agiicuiture m India these bills might be 
such a- mature within 9 months from the date of their 
r»rdi!(cunt by the Reserve Bank 

(in) Although in the interests of the liqmdity of the Reserve 
Bank’s assets it would be necessary to prescribe a 
maximum lumt for the amount of agricultural bills 
leaiscouiited by the Reserve Bank, the fixation of 
the limit should take into account the requirements 
of agiicultnie and avoid the danger of making the 
provision nngatoiy 

(ivl Tile Reserve Bank should also be authorized to make 
loans and advances repayable on demand oi on the 
expnv of fixed peiiod not exceeding 90 days on the 
security of agiicullnral papei endorsed by the pro- 
vincial bank 

(v) The Reserve Bank should he given nower to make loans 
and advances on the security of movable goods, wares 
and merchandise, besides warehouse warrants or 
w'arehouse receipts representing the same These 
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poweis would enable the Eeserve Bank to ensure the 
supply of cheap and adequate ciedit to agriculture 

192 As legaids item fd) m paiagraph 190 we agiee that it 
might possibly enhance then status if co-opeiatne banks were 
entiLi-ted with the management of bub-tieasunos But we do 
not think it advisable to entrust this work to co-opeiativc banks 
in die piesent sive ot the woiking of the mo/ement We think 
that foi some tune to come co-oporatois will ne well adii^ed to 
turn all then ciangies to stieiigthen then present positron by giving 
effect to the various measures that ue have lecommendcd, and that 
the\ should rijt a' tempt to take up additional 'voiJc which lies out- 
side the sphere ot co-opeiation We aie, moieoiei, doubtful if 
the existing staff in the banks is capable of undei taking the sug- 
gested management of Government sub-tieasunes 

193 As legaids item (4) in paiagiaph 190 we have alieadv 
indicated the extent to which the State should assist the co-opeia- 
tive movement ioi the supply of free i omittance facilities At 
present the Imperial Bank of India jiroMdes lemittance facilities 
to joint-stock banks betw'een places wheie these banks ha\e 
blanches at special concession lates \vliich are half of the lates 
charged by the Bank to the pnbhc Our lecomniendations m a 
pieiaous paiagiaph that these concession latcs should also be ex- 
tended to co-operatne banks wull only co^el the peiiod before the 
establishment of tiie Beseive Bank Thereaftei the piovincnl bank, 
in view of its position as a member bank in the Besen'e Bank 
system, wull automatically be entitled lo any special concession 
which the Beseive Bank might offer to its member banks We 
do not recommend any fuither concession beyond those suggested 
above 

194 We a'"? nr full sympathy with demand No (5) for the 
provision of cheap capital for the acquisition or construction of 
godowns in ruial areas. We shall deal with this point a little 
more fully in connection wuth the co-operative sale societies 

195 There remains only the question of exemption from in- 
come-tax The profits of the co-operative societies are already 
exempt from income-tax but they are not exempt fiom super-tax 
The Bombav Co-operative Societies' Act piovides for exemption from 
payment of aipei-tax by the issue of a notification by the 
Government of India, and the Bombay Committee observe that they 
find no valid grounds for leco-veiy of super-tax from co-operative 
societies We agree that the profits of co operative societies should 
be exempt from both income-tax and super-tax The position in 
regal d to income from Government securities stands on a different 
footing Income from Goveinment seciuities is not now treated 
as part of the profits of the business of cn operative banks There 
is some dispute as to the exact intent and meaning of the existing 
Government Ko'ihcation on the subject The cc-operative banks 
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contend that tiie I\‘otification covers the mconie ironi Goveinment 
secuiities also This is a matter oi pure legal luterpietatior* and 
if tiie Notification coveis such income, theie is iiotmng further 
to be said On the assumption that it does not cover the 
income fiom securities, lepiesentatives of the co-opeiative orga- 
nizations have put forward a stiong claim for the exemption of 
such income fiom the levy of income-tax Their mam conten- 
tion is that they aie required to invest then leseive funds in 
appioved set urine- and also to maintain a certain piopoition of their 
funds in Government securities for the jiuipose of fluid lesouices, 
that it IS not possible at any paiticulai time to state what exact 
amount IS lequired foi the purpose from day to day and that it is 
therefore unfair that such investments should be taxed at the 
source and tieated as if the interest earned was income derived 
fiom business that lay outside the legitimate opeiations of co- 
operative banlxs 

196 Several Pio-vincial Comniiitees have supported this claim 
for exemption When it was pointed out to the lepresentatives 
of the co-operative banks that their claim could not reasonably be 
extended beyond the investments absolutely necessaiy for fluid 
resouices and foi the investment of reserve funds, they admitted 
the foice of this contention We lecommend the exemption of 
co-opuative societies fiom payment of income-tax and supei-tax 
on eamings fiom investments in public secniities oi land mortgage 
debentures to the extent such investments are necessary foi the 
purpose of their fluid resources and for the investment of reserve 
fundb, as prescribed by the rules Our recommendation is, how- 
evei, based on the understanding that the co-opeiative banks will 
pass on the benefit of this concession towards the improvement of 
the position of the agiiculturist 



CHAPTER X. 

KURAL FINANCE— cojitd 
Land Mortgage Banks 

197 We haAG leferied m Chapter VI to the natnie of long- 
term credit required by the agiicultunst, the substantial periods 
foi which such cieditfa aie leqmied, and the almost unlimited de- 
mand for it Oidmary commeicial banks and moneylenders cannot 
afloid to tie up then capital foi such long peiiods noi to lecover 
the loans in small dub lets out of the earnings or savings of the 
borrower Hence arises the need for special types of ciedit institu- 
tions generally called land moitgage banks 

Different tites of Land Mortgage Bvnks * 

198 Land moitgage bank^ aie of vaiioiis types and differ 
widely in then featuies in different countries When we deal with 
co-opeiative oiganiKations oi land credit associations, it is well to 
remember that the organizations in othei conntiies whose features 
w'-e have copied in some measuie have spuing up more as 
practical solutions of pecuhai local difficulties and weie not 
conceived at then inception as embodiments of any definite 
economic theoues So, in deteimining the type that suits us 
most, w'e must not proceed on meie a -})Uou gionnds oi the inlieieiit 
merits of any paiticulai tjqie, without legard to the pecuhai needs 
of Indian ruial economy and social and political conditions Land 
moitgage banks may bo classified in diffeient ways on different 
principles Accoiding to one basis of classification the-^ maj he 
co-operative, non-co-operaiwe , oi quasi-co-operaiivc The co- 
opeiative type is lepresonted by the Piiissian Faun ISIortgage 
Mutual Cl edit Associations w^hich aie associations of bonowers 
They have no capital The’^ endeavoni to keep the rate of interest 
low and do not aim at piofit Each membei pays a small entiance 
fee to meet the necessaiy expenses, initial cost of land valuations 
and othei incidental chaiges Ciedit is created by the issue of moit- 
gage bonds bearing inteiest and made payable to beaiei, and these 
bonds are regaided as pel feet types of secuie investment and aie 
quoted on the Exchanges throughout Germany These Laiid- 
schaften are now combined into a ‘Cential Landschatt’ which 
exercises the function of a central co-opeiative organisation The 
Fedeial Faim Loan Banks of the United States of America are 
also illustiative of the co-operative type The non-co-opeiative 

* We ore indebted to HeTrick on “ 'Rnrol credit's ”, Mormnn r>n “ Ti nciplos 
of Rural credits ”, Strickland’s Stndies in Enroyicnn Co opornticii, the 
Report of the Barodn Land Mortgape Bank Coinniittee, 1 024 25, and Ihe Reports 
of the various Prov.nual CommiUoos for n great deal of the matter in Rns 
chapter 

(154.) 
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type IS represented by the numerous commercial and ]omt-stock 
land mortgage banks woikmg all over the Continent of Europe 
They work for profit and declare dividends, but the State exercises 
some measure of control over their operations m order to ensure 
lhat they do not cause hardship to borrowers and tliat they fulfil 
their obligations to their investors or debenture holders They 
are based mostly on the French model of Credit Fancier de France. 
The Agricultural Eank of Egvpt is also illusli alive of the non-co- 
operative t}pe In between these two tvpes, there are institutions 
which combine co-operative and commercial ideals in varymg pro- 
portions and are thus of a quasi-co-operative character Associations 
with membeiship of borrowers and non-boiroweis, operating over 
fairly laige areas and formed with share capital and on a limited 
liability basis, but in which each member has a single vote irres- 
pective of his share capital and the dividend on share capital is 
fixed at a low figure, may be taken as illustrations of the quasi-co- 
opeiative type, of which the Hungarian Hand Mortgage Institute 
for large land owners and the Hational Small Holdings Land Mort- 
gage Institutes for small owneis are examples 


The type that shits India 

199 What is the form of lan4 mortgage bank that suits India 
best^ The answer to this question depends partly upon the class 
of person whose long-term credit needs are to be served The 
commercial land mortgage bank may perhaps be better suited to 
finance big landloids oi zemindars So far as relief to small agii- 
cultuiists and owneis of small holdings is concerned, the co- 
operative tiTie is the most suitable The pool r 5 ’ots with small 
holdings cannot secure credit except thiough oiganizations based- 
on mutual association and guarantee, and tlie co-opeiative land 
mortgage bank is a legitimate application of that principle The 
funds of such a bank can best be raised only on the collective 
guarantee of the properties mortgaged bv the members It follows- 
that the members who thus create the credit should liave a voice 
in the management of their bank on well recognised principles of 
democratically controlled co-opeiative institutions Agriculture 
will remain for a long time to come, in India, an individual effort 
or a family effort at best, but for specific puiposes, as^-ociated 
effort of agricultuiists can be and ought to 'be organized The 
schemes adopted and worked in the Punjab, Madras and Bombay 
as well as in As'^am and Bengal are in a sense of the co-opeiative 
type In othei provinces, there is as yet no action in the field of 
land mortgage banking 

200 Strictly speaking, however, the type which is in vogue in 
India IS of the quasi-co-operative vanety, because nowhere in India 
has it approached the fully, co-operative type, although there are 
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substantial elements of the co-opeiative theory and piactice in all 
•of these banks This mil be evident liom the detailed description 
of the land inoitgagc banks in dilleient paits of India in the Pio- 
A'lncial lepoits The}'^ aie conceived as limited liability associa- 
tions of boiioweis mth a few non-boiioning individuals thiown in 
toi attiacting initial capital as nell as the busmen’s talent and 
organising capacity needed to make the management edicient 
The niimbei ol shaies owned by the inembeis is hiniled, 
the iiile of ‘one man, one \ote’ niespective of the shaie 
•capital snbsciibed by them, is gencially adopted, dnidends 
aie lestiicted to a low figme and the goal of gradual elimination 
of non-boiioweib is kept m mew to mipait a co-opeiati\e . 
spiut into them The fact houevei lemains that the woik 
of a moitgage bank “is lecognised on all hands to be extremely 
impel sonal as devoid of the huinan element ab possible’’,* and 
that the human and peisonal elements which aie the chief charac- 
teiistics of the Eaifteisen t-v^ie of societies cannot be infused into 
them in any appieciable measuie While mutual knowdedge of, 
and contiol oiei, one anothei among membeis is the insistent 
featuie in tlie case of the unlimited liability ciedit society, the in- 
sistence 111 the case of a land moitgage ciedit society mtli limited 
liability is on the capacity and business habits of the diiectoiate, 
in order to ensuie sound valuation of secuiity, caiefnl investigation 
of titles, collect assessment of boiioweis’ ciedit and lepaying 
capacity and efficient management of affaiis 

'201 The constitution that is to be piesciibed for land mortgage 
banks in India has been a subject of piolonged discussions among 
official and non-official co-opeiatois It is unnecessaiy to go back 
to the discussions wdiich preceded those at tlie Registiais’ Con- 
ference of 1926, wheie a definite scheme was adopted by the 
Eegistiais with the concuuence of the non-official co-opeiatois 
The mateiial poition of the lesolution passed by that conference 
is repioduced below — 

“(1) Moitgage banks based on co-ojieiative piinciples aie desii- 
able in many parts of India No tiaiisaCtion should be undei taken 
which IS not economicallj profitable to the boiiowei 

(2) Objects — The piincipal objects should be — 

ffl) the redemption of the land and houses of agiicultuiists, 

(b) the impiovement of lands and methods of cultivation and 

the building of houses of agiicultuiists, 

(c) the liquidation of old debts, and 

(J) the purchase of laud in special cases only to be pre- 
scribed in the by-laws (The precaution is evidently 
to prevent land speculation and indisciiminate hollow- 
ing to buy land ) 


♦BarodaLand Jlorlgage Comnuttee^jHeport, psge OC 
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(3) Area aiul Management — The area of operations should be 
the smallest unit consistent with competent management The 
imposition of h.ibihtj’- on village credit societies or the confine- 
ment of moitgage loans to members of such societies are not le- 
cc'mmended, but the bank should consult the village societies in 
the case of all loans 1o members of such a society Punctuahty 
111 lepatmeiit should be iigully enforced in moitgage banks 

(4) Finance — reasonable total of share money should be held 
by each bank m oidei to reassure the investing public In pro- 
vinces in which the property can be sold on foreclosure, no loans 
should exceed half the value of the mortgaged pioperties 

No excess liability is required beyond the amount actuaJly 
borrowed by a member plus his shaie money If no excess liability 
IS imposed, the share money of a borrower should not be less than 
one-twentieth of his loan 

The minimum loan should be such as to repay the costs of the 
transaction to the bank Each bank should prescribe m its by- 
laws a maximum loan fiom time to time according to its financial 
position 

Debentures should be issued by a central financing body m each 
province rather than by separate mortgage banks ” 

202 The Poyd Commissron on Agriculture in their chapter on 
Co-operation carefully considered the scheme embodied in the reso- 
lution of the Eegistrars’ Conference (1926) They found them- 
selves in substantial agreement with it and they said — “Such ex- 
perience of the practical working of land moitgage banks as has 
been gained since this resolution was passed has not shown the 
need for any alteration in it, nor has our own examination of the 
case suggested any alteration” The recommendations of the 
Royal Commission are as follows — 

(1) The resolution passed by the Conference of Registrars of 
1926 in favour of the establishment of land mortgage banks is 
endorsed, (Para 381 ) 

(2) Land moitgage banks should be established under the 
provisions of the Go-opeiative Acts (Paia 382 ) 

(3) The guarantee of interest on the debentures of land moitgage 
banks is the most suitable form in which assistance to these banks 
can be given by Government (Para 383 ) 

I 

(4) Government assistance to land mortgage banks in the foim 
of subscription to then debentures is not recommended (Para 
383 ) 

(5) The debentures of land mortgage banks, the interest on 
which IS guaranteed by Government, should be added to the hst 
of trustee securities under the Trustees’ Act (Para 383 ) 
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(6) The issue of the debenluies of land mortgage banks should 
be contiolled by a cential organisation (Paia 383 ) 

(7) Land mortgage banks should onl;y be organised aftex the 
most caieful piehminaiy enijuir_y and their constitution and woik- 
mg should be as simple as possible tPaia 384 ) 

(8) Loi some years to come, there should be an official member 
on the committee of management of each bank (Para 384 ) 

203 The Pegisliais’ Conference of 1928 discussed'-in gieat detail 
the seveial recommendotioiis of the Poyal Commission, and the 
suggestions of the Conteience, important as the} are on some 
matters, do not materially altei the 1926 scheme of the Pegistrars’ 
■Confeience as amplified and amended by the Eojal Commission 
The resolution of the Eegistrai-s’ Confeience of 1928 runs as 
follows — 

(1) “The Conference entirelj' endorses the resolution passed 
by the Conference of Pegistrais in 1926 in favour of the establish- 
ment of land moitgage banks” 

(2) “The Confeiencf is of opinion that land mortgage banks 
should be established under the provisions of the Co-opeiative Acts 
now in foice in British India”. 

(3) “A nominee of Government is necessai\ on the managing 

committee of a primary land mortgage bank, except ^^here the 
interests of Government and debenture holdeis are sufficiently 
safegnaided by the appointment of a tiustce acce))table to Govern- 
ment’ ’ ] 

(4) “Goveimneut assistance to land moitgage banks in the 
lonn of subscriptions to then debentures is recommended while 
these banks are in then early stages, and assistance is also lecom- 
mended in the form of loans” 

(6) “The guarantee ot interest on the debentures of land 
mortgage banks is the most suitable form in winch assistance can 
be given by Government” 

(6) “The debentures of land moitgage banks, the interest on 
wffiicb IS guaranteed by Government, sborrld be added to the list 
of trustee securities under the Indian Trusts Act, 1882” 

(7) “The Conference is of opinion that land moitgage banks 
should be organised only after the most careful pi'ehminaiy enquiry 
and that their constitution and working should be as simple as 
IS consistent with adequate safeguards” 

Present tosition 

204 Thi'ie are some land moitgage banks, under the Co-opera- 
tive Societies’ Act, now working in the provinces of Punjab, Madras 
and Bombay and to a small extent m Assam and Bengal The 
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piogiess of woiking of these banks, and the pioposals made by the 
seveial Banking Enquiry Committees for the fuilhei development 
of these banks in the light of the experience already gained, aie 
summaiized below There are no land mortgage banks in existence 
in Bihai and Oiissa, Burma, Central Brovmces and Berar, the 
United Provinces and the Central Aieas In Burma, the attempt to 
pass a separate Act for land mortgage banKs, apart from the Burma 
Co-operative Societies’ Act, did not materialize and there is now 
a proposal before the Burma Government to make an experiment 
with two independent banks on a very small scale, so that their 
habihties may not exceed Its 2^ lakhs The Burma Government 
have provided Es 1 lakh for the working capital of these two 
banks Euithei progiess evidently depends upon the results of 
this small experiment The Banking Enquiry Committees of those 
provmces in which there are no land mortgage banks^ or ready 
schemes lor their establishment in future, have also suggested some 
forms of constitution for then future banks 

203 The land mortgage banivs actually in operation do not, 
however, an'^^here fully carry out the scheme evolved by the 
Eegistrars and the Boyal Commission on Agiiculture in India This 
IS to 'be accounted for partly by the fact that in some provinces, 
in^which land mortgage banks are now woilnng, they were started 
before the Eegistrars’ scheme of 192G was formulated and even 
where they i;\ere actuallv registered subsequently, the plans for 
their establishment were matuied before the 1926 scheme received 
its final touches 


The Punjab. 

206 There are 12 co-operative mortgage banks m the 
province With the exception of the banks at Mianwali 
and Jhang which operate over the whole district, the rest uonfine 
their operati-ons to a single tehsil The Jhang co operative land 
mortgage bank was the earhest It w'as started m 1920 Apart 
from the agucultural credit societies, only owners of agricultural 
land may become members Loans are made for the redemption 
of land, for the liquidation of unsecured debts and for the improve- 
ment of land Ho one may be advanced moie than 30 times tire 
land revenue payable on the land mortgaged Smee the starting 


of these banks, nearly Bs 32 
lows — 

lakhs have 

been advanced as fol- 

Purpose 


(Rs in lablis ) 

Repayment of old debts 

t 

. . 16 

Land Redemption 

• 

. . 15 

Land Improvement 

* « • 

• • • 2 
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On tlie 1st March 1930 there '^%eie 409 defaulters out of about 
1 300 borlo^^els and the large number of deiaults is asciibed to 
bad haucsts and imprudent loans 

It IS the poliC3 of the depaitment now to limit loans to Es 5,000 
Onh four banks have agreed to do this and seven have a limit 
of its 10,000 and one Ks 15,000 

In some bank° diiectois aie leiiorted to be too indulgent in Ihe 
matter of loans, to themselves and to then relatives The lesult 
IS considerable laxity and sometimes fraud Five banks forbid 
them altogether and only one allows them without restiiction In 
SIX, they are only granted if, fiistly, two-thirds of the directors aie 
present and all agree to the loan, and secondly, the official mem- 
ber signifies his appioial in wilting 

Of the woiking capital of Hs 23 lakhs, Es 141 lakhs have been 
adianced by Government mostly tlnoiigli the Piovincial Co-opera- 
tive Bank The latter has also raised Es 5 lakhs of debentures 
at 6 per cent interest, the repayment of which has been guaranteed 
by Government for 25 jears These arrangements have been made 
to suit the experimental conditions under which the Mortgage 
Banks hare been started The Punjab Committee thmk a time 
Mill come Mhen it will be possible for the mortgage banks to 
raise debentures on their collective assets through the Provincial 
Co-operative Bank or a Central Mortgage Bank 

Madras. 

207 In 1924-23 a scheme for special land moitgage banks 
was sanctioned and tM'o w-eie registered in that year Ten such 
banks iveie constituted by the end of June 1927, operating over 
restricted areas of compact groups of villages within a radius of 
five miles The reason for this limitation of area was to ensure 
that all land should be accessible to the investigators of the bank 
to make eiiqiiiiies, and to enable the honorary duectois to go to 
the Milages concerned leadily and check the reports These banks 
Meie foimed on a limited liability basis, with share cajutal, the 
borroMing poiver being limited to a multiple of the paid-up capital, 
ordinarily 8 to 10 times The banks weie expected to raise credit 
by issuing debentures on the security of agricultural lauds which 
the borroM'ing membeis mortgaged to them Debentures carried 
interest at 7 per cent when sold to the public The Government 
agreed to purchase at per cent debentures equal in value to 
those uhicli the banks Mere able to sell in the market, subject to 
a hmit of Es 30 000 to any one bank and Es 21 lakhs foi tHe 
whole Piesideiicv The ))anks lent at 9 per cent and the maximum 
amount of the loan did not exceed Es 2,000 for an individual 
fi’he loans which earned interest a( 9 per cent Mnre generally 
for 16} Years so that equated annual payments at 12 per'’ cent of 
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the total loan would extinguish the debt in 16J years All 
banks did not adopt this mode of repayment, foi some of them 
lavouied the alternative system of payment by equal instalments 
of a specified poition of the piincipal with inteiest on the out- 
standing amount annually oi semi-annually 

As legaids the pioceduie lor gianting loans, the membei 
piesented a loan application to the bank and the loan was granted 
aftei assessing the value of the land and ascei taming the member’s 
title to it. Ins light to alienate it, the necessity for the loan and 
his repaying capacity On the moitgage of the land so obtained 
debentuies were sold to the public and the Ooveinment, the 
debenture holder having a floating charge on the mortgages 
The banks which had good local management found a fan amount 
of response for investment m debentuies Eepa 5 TOent by members 
w’^as on the whole ‘satisfactory But there have been a tew defaults 
m areas where the failure of ciops was frequent 

The later tendenc\ of these banks has been to extend then local 
area of opeiations and to increase the individual maximum borrow- 
ing powder to Es 3,000 and now to Es 5,000 Manj of the banks, 
hotvevei, have failed to sell debentuies and it has been found that 
the existence of a number of independent banks floating a laige 
numbei of differ ent series of debentures militated not only against 
the success of debenture issues, but also against the wdiole scheme 

A Central Band Mortgage Bank has, theiefoie, been started 
lecently in order to finance local moitgage banks by centralized 
debenture issues The constitution of the central bank followed 
in the main, the recommendations of the Towmsend Committee"^ on 
Co-operation m Madras If has collected Es 70,400 as share capital 
up to the 30tli June 1930 and debenture money to the value of 
Es 46,000 Tins debenture money was received in advance 
while the Bank actually issued debentuies onlv on the 15th Sep- 
tember 1930 The Piovincial Co-opeiative Bank purchased deben- 
tuies of the Central Land Moitgage Bank to the value of Es 1 lalcli 
The Government also are giving some facilities to the latter bank 
They have lent Es 15,000 w ithout interest for mitral working capital 
to be repaid in the course of a few years They have also guaranteed 
inteiest up to 6 pei cent on all debentuies floated by the bank m 
the first five years up to the limit of Es 60 lakhs, but for the full 
teim of the issues They have also lent the senuces of tw^o Deputy 
Eegistiais to inspect local mortgage banks and of ten sub-Deputy 
Eegistrars to assist in all enquiries on behalf of the local land mort- 
gage banks. It is proposed that all mortgages obtained by the 
piimaiT land mortgage banks should be transfetied to the central 
bank and that the latter should issue debentiiu's Avilh a floating 
chaige on all such mortgages The Eegistiai Is to be the Trustee ' 
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foi the piesent/to sec that the bank fulfils its obligations to deben- 
tuie holcleis He and another nominee ul his have places on the 
diicctoiute oi the bank Since the staiting ol the Cential Mort- 
gage Bank, loans used to be advanced to the piimaiy banks at 
7 per cent, but the late has been laised to 7^ per cent lecently 
owing to monetai^ stiingency The jiiiinaiy banks, in then turn, 
aie advancing loans to then boiiowing inembeis at 8 pei cent 
One diiect lesult ot the establishment of the Cential Land Mort- 
gage Bank has thus been the icduction of the late of interest on 
long-teira loans fiom 9 per cent to 8 poi cent in the case of the 
ultimate boiiowei 

Theie aio now 42 piimaiv land moitgage banks established in 
the pioviiice on a co-opeiative basis, ol which only 8 issued deben- 
tuies befoie the Cential Land Moitgage Bank was staited Of 
the primaiy banks 19 aie members ol the Cential Land Moitgage 
Bank 


Bombay. 

208 I'lieic are three land moitgage societies (in the districts 
of Dhaiwai, Bioach and East K.handesh) woiking in the jiiovince 
These have only iccentlj started then opeiations The society 
m one district seives only a taluka while the othei two serve the 
whole distiict They have sanctioned loans so fai to an amount 
of Bs 1,15,766 The membeiship of these societies consists of 
agncultuiists Loans may be gi anted foi the following purposes — 

(1) the improvement of land and methods of cultivation, 

(2) the installation or pm chase of costly agricultural plant 

and machineiy, 

(3) the ledeniption of raoitgaged lands and houses and liqui- 

dation of old debts, and, 

(4) the pill chase of land foi purposes of land impiovement 

or foi making betlei cultivation possible in the general 
interests of the community oi bunging under culti- 
vation cultivable waste oi fallow land 

The membeis coiiiiibiite as share capital 5 per cent of their 
boiiowings and this capital is in\esicd sepaiately The societies 
have powei to advance loans to a maximum of 50 per cent of the 
value of the encumbeied land, nr in special ciicumstances of house 
property The period of loans is from 10 to 30 yeais Theie are 
representatives of the Begistrar of Co-opeiative Societies and of the 
Bombav Piovincial Co-operative Bank on the committee of manage- 
ment of these societies The committee’s lecommendations 
regarding loans are subject to the approval of the Provincial 
Bank and the Begistrar Each of the societies has attached 
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to it an officer of the Eevenue Department as Land Officer, 
whose sei vices have been lent free of chaige by Government for 
the initial period of woi Icing The Provincial Co-operative Bank has 
undei taken, as a provisional arrangement, to raise additronal deben- 
tures to finance co-opeiative land mortgage societies Government 
have agreed to purchase to the extent of Bs 5 lalclis debentures 
of the Provincial Bank to be earmarked for land mortgage work, 
of which Es 2 lakhs have alieady been subscribed The three 
societies are expected to meet then expenses out of the interest 
on the iinestment of then own shaie capital supplemented by 
small giants from the Provincial Co-opeiatne Bank 

Bengal 

209 Theie aie two land mortgage banks m Bengal, one at 
Naogaon in the district of Eajshahi and the other at Bhola in 
the district of Bakaiganj The Naogaon Bank was registered in 
1924 and the Bhola Bank in 1927 Both are limited liability 
institutions registered under the Co-operative Societies’ yVet The 
Naogaon Bank has an area of operation of 50 square miles Its 
inemhership is confined to persons owning agricultural lands or 
landed properties in the area The authorised share capital is 
Es 5 lalclis divided into 50,000 shaies of Es 10 each No mem- 
ber is allowed to hold shares exceeding Es 5,000 in value On 
the 31st October 1929, the Bank had a paid-up share capital of 
Es 52,480 and total deposits of Es 2,60,851, of which 43 per 
cent was for 5 years, 41 per cent for 2 years and the rest for 1 
year Loans can be granted against mortgage for liquidation of 
old debts, for the improvement of land and methods of cultivation, 
for installation and purchase of agricultural machinery, for pur- 
chase of land and aLo for short-term requirements in the form of 
cash credit advances The cash credits are now confined to those 
members who aie not members of niial credit societies Loans to 
members do not exceed ten times the value of their paid-up 
share capital and beat interest at a flat rate of 10 to 16 per cent 
pel annum The by-laws provide for loans being granted up to a 
certain proportion of the value of the land mortgaged, but in 
actual practice they aie granted at a fixed rate of Es 50 per Ing/io 
of land The period of loans varies from 1 to 20 yeais Out of 
the loan of Es 3,49,706 outstanding on the 31 st October 1929, 
only Es 1,22,216 was payable within 5 years Thus the bulk of 
the loans are foi longer periods than the deposits from which they 
are financed This has been recogm/ed to be unsound and the 
Bank has recently been erapoweied to issue long-teim debentures, 
none of which, however, has yet been floated The Bank has 
got the strong financial support of the Ganja Cultivators’ Co- 
operative Society, w-hich has a big working capital and a strong 
reserve fund 

L 2 
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The Bhol.i Bank is much imirower m scope than the Naogaon 
Bank Its paid up share capital is very small and it has not been 
able to attiact any deposits For its working capital, it i& 
dependent ou a loan of Es 10,000 from the Baiisal Central Bank 
at 9 pel cent lepayable in 10 yeais The by-laws provide for 
loans foi redemption of old debts, the purchase and impiove- 
ment of land and also foi cash credit advances foi cuirent 
expenses All loans aie seemed by mortgages and no loan can 
exceed one-tenth of the value of the land ISTo member can 
boirow inoie than o times his paid up share capital The maxi- 
mum period for which loans arc now given is 7 ^eais Interest 
IS charged at a hat rate ot per cent per annum Not only 
actual cultnatois, but tahdulars and hoidadars, aie now membeis 
of the Bank 


Assam 

230 There aie 5 land mortgage banks legisteied under the Co- 
operatiie Societies Act on the basis of limited liability The 
Surma Vallei Muslim Bank which was only legisteied in 1930 
has not started operations The Joihat and the Noygong Banks 
which weie legisteied m 1928 and 1929 respects el} are leported by 
the Assam Committee to have done practically no work The other 
two banks, viz , the Kainrup Banic uhieli was registered m 1926 
and the Sylhet Bank nluch was icgistercd in 1927 are ^^orklng with 
a paid up capital of Es 44, >90 and Es 28,644 lespectnely and 
are said to have made some progress 

The objects for which loans may be granted b} all the banks? 
are practically identical, vu — 

(1) the redemption of land and houses preMOusly mort- 

gaged, 

(2) the impiovement of land and methods of cultivation, 

(3) the liquidation of old debts, 

(4) the purchase of lands in special cases, 

(5) the construction of dwelling houses, 

(6) the sinking and lepaii of wells and excavation of tanks,. 

(7) purchase of agucultural and manufactuimg implements- 

and machmeiy, and 

^8) othei measures designed to encourage in the members 
the spiiit and practice of thiift, mutual help and 
self-help 

The Kamiup Bank also provides foi loans foi puiposes of trade, 
commeice, oi the piomolion of an\ industiv 

In the case of the Ivamiup and Sylhet banks no loans can be 
given exceeding 20 timco the paid-up shaie money of the boirowei” 
or 50 per cent of the maiket value of the land The maximum 
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period of repaymexifc ib 20 years and the individual maximum loan 
IS hmited to Es 10,000 These two banks work on deposits and 
do not issue debentures The rates paid on deposits range from 

to 8^ pel cent The Assam Government have granted loans 
to the Kamiup Bank It is reported that overdues of both piin- 
cipal and interest are heavy in both these banks 


BeCOMMEND ATIONS OF THE PROVINCIAL COMMITTEES 

211 The Punjab Committee lecommend that the existing 
hmits in the case of some banks, which are higher than Es 5,000, 
should be reduced without delay They are also impressed with 
the importance of lestiiciing loans to dnectors They think it is 
too early to give a definite opinion on the question of special 
facilities for recovery But they consider that difficulties in re- 
covery provide a useful restraint on careless or reckless lending 
and deprecate recoveries being made too easy In the experi- 
mental stage they recommend that the period of loans should not 
exceed 10 years but after that stage is passed, it might be extended 
to 15 years subject to special precautions being taken to ensure 
regular payments They agree with the Eoyal Commission on 
Agriculture tliat debentures of co-operative land mortgage banks 
should be included in the list of trustee securities They consider 
that most of the defects in the existing system are due to lack of 
experience and can be remedied, given a good directorate Co- 
operators, in their opinion, should rely as little as possible on tire 
safeguard of a Government nominee on the management of the 
banks, and education and character should be sufficiently developed 
to ensure wise lending and punctual repayment 

212 The Madias Committee consider it advisable to restrict’ 
the new primary banks at the outset to the more fertile areas 
where the crops are more secure They recommend that the central 
land mortgage banks should work in conjunction with the rural 
credit societies and that if there is a failure of crops, the latter 
should give an extension of time for the repayment of loans and 
that the former should receive the instalments annually with the 
utmost regularity The Committee also consider that the central 
land mortgage bank should not ordinarily receive short-term de- 
posits and that the debentures should be trustee securities 

213 The Bombay Committee lecommend that Goveinmeni 
should consider the formation of more co-operative land mortgage 
banks in different parts of the Province without awaiting the re- 
sults of the work of the three existing institutions The cieation 
of a central land mortgage bank in the province is also recom- 
mended by them, as tire provincial bank which had agreed provi- 
sionally to finance co-operative land mortgage societies is unwilling 
to shoulder further responsibility for the work They suggest that 
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membership of the cential land mortgage hank should he open to 
the Indian joint-stock hanks, the Imperial Bank of India, the 
piovincial and othei co-opeiativc hanks and to land-holding 
classes If aii} portion of the share capital is not siihscnbed 
hy these bodies, tliev retomnund that CioMirninent should 
take up the iinsuhseiibed ])Oition and graduaUy dispose of it and 
that the outside shaicholders and Govcnimont should gradually 
uithdraiv as the shareholding of the local societies increases They 
suggest that the representatucs of the local societies should have 
a large and increasing share in the inaiiagenient of the bank and 
that the Ecgisliar of Co-operative Societies or some other nominee 
of GovcrnincTil sliould h.vvc a seat on the directorate The issue 
of debentures to the extent of 20 times the paid np capital is re- 
commended bj' them, with the guarantee of Government both as 
regards tlie pimciiial and inteicst 'riiev also suggest that Gov- 
einment should nndcitake to subscribe a jxirtion of the debentures 
and that the debentures should rank as trustee securities They 
contemplate that in the fulness of time the central land mortgage 
hank should absorb the present long-term inhatt operations of 
Government They suggest that this bank slionld establish 
contact willi the sp<'(iai ngenev for minor irrigation works 
and ntili/c its set vices for the extension of irrigation They do 
not recoininciid the grant of the ])Owcr of foreclosure in the ab- 
sence of .ictual expeitoiuc of the working of land mortgage socie- 
ties and in view of the fact that siuli jiowcr would bring the 
system into disci edit from the outset ns an agenov bent on ex- 
piopriating from their lands those who icsort to it for borrow ing*' 
They suggest that anv joint-stc'ck hanking org.inis ition which makes 
advances to agriculturists on the sccuiitv of inoitgage of land 
should be regulated h\ law and chonld not he given anv facilities 
by Government In view of the diflcicnc'c in 'igricnltnnil, social 
and gencial economic conditions between Rind and the rest of the 
Piesidcncv, the Coininittee iccoinmend the formation of a separate 
land moitgage hank foi Smd or if that is not possible, the opening 
of a blanch of a cential land nioitgagc bank with a local com- 
inittee to assist in its woiking 

214 The Bengal Committee locommend that for the piescnfc 
central co-opciative banks sliould he leqnncd to ojicn kind mort- 
gage depaitments the cxlia sliaic capital icquiied being snh- 
Bciibed paitlv hv afiiUaled imal ciccht societies and partly by 
other limited habiht} societies, to be staited foi substantial agn- 
cnltnrists and rent leceiv'cis wdio aic not now inomhers of rural 
Cl edit societies They suggest that the period of the loans slionld 
extend from 5 to 20 ycais and the amount should not exceed 
half the value of the land mortgaged In addition to share 
capital, they lec'ommend that tlie land moitgage departments 
shonld obtain funds flora long-term dejxisits and debentures 
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issued by the provincial co-operative banks which may make such 
underwriting ariangements with the Impeiial Bank of India or 
any other bank as may be necessary The debenture issue should 
be limited to half the value of laud covered by mortgages and 
should not exceed 15 times the paid-up capital and reserve funds 
ear-marked for the land mortgage department of the central 
bank concerned In regard to debentmes they recommend that 
Government should guarantee interest and that the debentures 
should be included in the list of trustee securities, Government 
having such control as may be required by them for discharging^ 
their responsibihties They suggest that two trustees, elected by 
debenture holdeis should be associated with the persons appointed 
by the State in the admiiiistiation of the Provincial bank A sink- 
ing fund should be set up for the repajment of debenture bonds, 
which should be freely utilised to keep up the price of the bonds 
The giant of summary powers for foreclosure and sale is not 
recommended as, apart from undue rigour to borroweis, it would 
lead to laxity in scrutinising the security and to carelessness in 
fixing the amount of the loan 

215 The Assam Committee are not in favour of multiphcation 
of banks till the existing banlrs aie placed on a sound footing 
They suggest that loans should be confined for the present to 
the purpose of repavment of old debts They place reliance on 
deposits to finance laud mortgage banks in the initial stages and 
do no+ recommend the issue of debentures at piesent 

i 

Main questions ^iFfecting Land Moktgage Banks 

216 The main questions affecting the working of the co-opeia- 
tne land mortgage banks in India may be thus summarized — 

(1) What should be the economic pm poses foi which long- 

term land mortgage credit might beneficially be sup- 
plied to agriculturists^ 

( 2 ) What should be the maximum iieiiod foi repayment and 

the mode of lepayment? 

(3) Whence should moitgage banks derive their working 

capital? Should shaie capital be insisted on and if 
so, what propoition should it bear to the bonowings? 
Where the issue of land mortgage debentmes for rais- 
ing the bulk of the working capital is favoured, should 
the issue be by the primary land mortgage banks 
or by a central agency? If it is to be a central 
agency, should it be the existing Provincial Co-opera- 
tive Bank or a separate central land mortgage bank, 
which should finance onlj^ the primary land mortgage 
‘ banks 9 
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(4) Should l.ind moitgage banks be permitted to receive 

deposits like co-opeiative central banks oi joint-stock 
banks, and, if so, for what puiposes am] under what 
safeguards^ 

(5) What should be the lelation between the hind mortgage 

bank and the oidinaij ciedit societ}^ wheie they co- 
exist? 

(6) Should the C-ro\ eminent gne an\ financial assistance 

to these banks and if so, what foim should it take? 
Direct loans, exemption from certain taxes and fees, 
guaranteeing piincipal or interest of debentures and 
making them trustee secuiities and purchase of a 
poition of dcbentuies aie suggested 

(7) Should these banks be iinested by special legislation 

with summarj powers of reco'veiv such as the right 
to sell 01 foreclose without the inteiTention of the 
courts ^ 

Our recommend moNS 

217 We now pioceed to make our recommendations We 
realize that while these lecommcndations wall be capable of ful- 
filment in respect of new institutions wdiich may be established 
hereaftei, they wall have to be adopted with suitable modifications 
in the case of existing institutions Fuithei, these lecomraeiida- 
tions of ours lelate wdiollv to co-opeiative land moitgage banks 
We consider that there is a great field for these institutions in 
the immediate future We have already recommended that in 
order to satisfy the ciedit lequirernents of the classes of agricul- 
tuiists who aie outside the co-opeiative movement, and to piovide 
substantial loans to big landloids, commeicial land mortgage banks 
on joint-stock basis or on the model of the English Land Moitgage 
Corpoiation should be established We sliall deal with these insti- 
tutions separately at the end of this cliaptei 

218 As legal ds co-opeiative land mortgage banks, the first 
question i elates to the economic puiposes foi which long-term 
credit should be supplied to agricultiuists bv these institutions 
It IS necessaiv ct the outset to emphasize that no nionev should 
be advanced winch is not economically profitable to the houower 
We considei that loans by land moitgage banks should be devoted 
to the following piincipal objects — 

(a) the ledemption of land and houses of agiiculturists, and 

the liquidation of old debts, 

(b) the impiovement of land and methods of cultiv'ation and 

the building of houses of'agiicultuiists, and 

(f) the purchase of land in special cases 
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Jt Will be seen that these objects aie the same as those recom- 
mended by the Registiars’ Conference of 1926, but we have 
•changed the older of precedence for these loans, having regard to 
the present circumstances of the Indian agTicultunst We think 
that for a long r,ime to come the lesouues of the land moitgage 
banks uill be mainly requiied foi enablintf the cnltivatoi to redeem 
ins land and his house fioni raortgaee and to pay off his old debts 

219 j’lie .imoLint and period of the loan should be fixed \?itli 
■due regaid to the repaying capacity of the boiiowei and also to 
the purpose foi 'ulnch the money is advanced Loans might be 
granted for stated periods of o, 30, 15 or 20 years, and for the pte- 
sent the maxmrum period should be 20 ycais We hope that with 
sound management the banks should be able to extend the period 
to 30 years if necessary Until more experience is gained, we 
consider it desirable that the amount of indi\idnal loans should be 
limited to a maximum of Us 5,000 and in no case should the 
amount of the loan exceed 50 pei cent of the value of the mort- 
gaged secuiity We have nol laid down any minimum limit fot 
loans as ue consider that the facilities provided by these banks 
should be available even for the small agriculturist debtors 

220 We lecomnend that the repayment of loans should be by 
■a system of equated payments, thereby amortising the loan at the 
end of a period of y^ears There aie many advantages in this 
system and the amounts of instalment payable would not generally 

•exceed the amounts ordinarily paid by most of the borrow- 
ers in the shape of interest alone In Madias, ^\e are told that 
one bank commenced its business with the clients by explaining to 
them that if they boirowed from that bank and merely paid legu- 
larly eveiy year for 16^ years at 12 per cent on the amount borrowed 
which was the rate they were paying to moneydenders they would 
Tre let off without claiming the principal amount The outstanding 
feature of this amortisation system is that the bank only charges 
■9 per cent interest on its long-term loan and that an equated pay- 
ment on the basis of 32 per cent of the boiiowed amount every’- 
year provides for the regular payment of interest and for a gradual 
•extinction of the piinciprl wuthin the stated period of about 16 years 
In dealing wuth agriculturists one has, however, to take into account 
■the fact that when loans are taken for the improvement of land or of 
methods of cultivation, the increased eaimngs from these improv^e- 
ments would begin to acciue only after a certain period and that 
the earnings would be" higher during the latei years than in the 
beginning We are, therefore, of the opinion that if local 
conditions, require, a svstem of graduated payments may be adopted 
-so as to provide tor lepavraent by larger instalments commencing 
-aftei the investment of the loan on the land has resulted in 
increased profit In any case we consider that it is useful to 
provide alternative methods ot repayment in the by-laws of the 
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bank with full power to the management to enforce that method 
of repayment which it considers suitable 

'2‘21 Tuining now to question (3) m paragraph 216 above, we 
consider that the working capital of the mortgage bank should 
be derived from two sources, viz , share capital and debentures 
There are twn w'ays in which share capital may be obtained 
One IS bi initial subscription b> the intending members before any 
loans are made There is some advantage in .icquinng share 
capital initially in this manner as it forms a good basis of secuiity 
to the debentuies that m.iy be issued subsequenth by the bank and 
as it furthei enables the bank to issue loans in anticipation of 
raising debentures The second method of raising share capital is 
to deduct a certain percentage, say 5 per cent , of the amount 
borrowed by the members at tbe time the loan is achanced This 
system prevails in Madras and enables the bank to raise its share 
capital gradually and thereby its borrowing capacity also The 
percentage of share capital to loan need not be large as the loan 
IS fully secured by the mortgage 'The Baioda Committee have 
recommended in consonance with the American practice that 5 per 
cent of the loan will be a reasonable share capital Wc agree with 
the principle of this suggestion Wc also recommend that in order 
to ensure the supply of the initial resources wdieicwith to start Xhe 
operations of the mortgage bank the proMncial Go\ eminent should, 
where necessary, make ad\ances free of intcicst under a stipula- 
tion that the advances should be lepaid out of tbe realizations ot 
the debenture issues These lecommendations about share 
capital are intended to apply to the present stage of the de\e- 
lopment of these banks When these banks develop their business 
very laigely, an ideal wdneh is eainestlj aimed at, they may require 
large capital as the foreign banking exports ha^e stated These 
experts ha’ve lecommcnded th.vt the pioMiicial Government 
should supph such share capital We commend these proposals 
for the caieful consideration of the Provincial Go^elnments 

The larger part of the working capital of the mortgage bank 
should be raised by means of debentuies We do not think it 
necessaiy that the piopoition of the debenture to the shaie capital 
should be limited in the mannei suggested by the foreign banlang 
experts, viz , o 1 The piopoition \aries in the several provinces 
and we should leave it to the disci etion of the co-operators in each 
province to raise debentuies to the extent they consider necessarj' 
But m no case should the value of debentures outstanding exceed 
the outstanding amount under mortgages given by the borrowers 
and over w^hich the debenture holder has a floating charge Bor 
the success of the debenture issue we do not consider a special 
guarantee of the principal by Government is required We agree 
with the recommendations of the Roval Commission on Agricul- 
ture and of the Registrars’ Conference that the best help that the 
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Government can lender in this connection is to guarantee the 
interest on debentures for the whole period of their cuirency. 
We fuither agree that these debentuies, the inteiest of which is- 
guaranteed by Goveinment as recommended above, should be in- 
cluded among trustee securities piovided Government is satisfied 
that adequate arrangements have been made by the bank for the 
redemption of these debentures at legular inteivals If in any 
2 )rovince it becomes necessary, and appears to be more advantageous- 
for the movement, for the Government to puichase debentures oE 
a certain value v,e aie also in favour of such foim of State 
assistance 

222 We contemplate that if our recommendations are accepted,, 
the debentuies should be issued by a central institution called 
the Provincial Land Mortgage Corporation and that the actual 
sale of debentures should be made not only by the Provincial Cor- 
poration but also by primary land mortgage banks which maj 
be called district mortgage banks and which should operate over 
fairly laige areas and must not be too small The district mort- 
gage hanks should be entitled to obtain the necessary finance from 
the Provincial Land Mortgage Corporation against a transfer nt 
the mortgage securities which should be available to the latter for 
issuing debentures The Provincial Land Mortgage Corpoiation ViU 
be an institution entirely separate from the piovincial co-operative 
bank While short-teun and intermediate credit would be dis- 
pensed by the jirimary credit societies with the help of central 
and provincial banks, long-term credit would be provided only by 
primary' land moitgage banks with the help of a piovincial land 
mortgage corpoiation We are decidedly of the opinion that the 
provincial co-ojiciative banks should not function, except as a 
temporaiy measure, as cential land mortgage banks for the piovince 
and that theie should be separate organizations of the kind we 
have proposed , but there is no objection, until the piovincial land 
moitgage coiiioiation is established in a province, to the piovincial 
bank financing the iiiimary land moitgage banks with long-term 
capital specially raised foi the purpose In Bombay, where the 
Provincial Bank has issued debentuies to provide finance for co- 
operative land mortgage banks, a sinking fund has been created 
into W'hich a payment !ias to be made before profits aie arrived at 
In the Punjab wdieie the Piovincial Bank has similarly issued 
debentures, the Bank has instituted under the teims of the trust 
deed a sinking fund to piovide for the redemption of the principal 
of the debentures, to which is credited every pie of the profits 
of the Bank besides the interest accruing on the investment of 
the fund This arrang'^ment has resulted in the Batik not being 
able to build up a reserve fund or to pay any dividend to its share- 
holders These two instances, we are told, partly influenced 
Madras in not adopting the Bombay and Punjab systems 
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223 The management of the primary mortgage hanks and 
that of the local credit societies should not overlap When an 
application for a loan to a land mortgage bank is made by a 
membei who is also a membei of a credit society the opinion of 
the ciedit society should oidinanly be obtained in legaid to the ad- 
vancing of the moilgage loan, though the lesponsibility leg.irdmg 
the asceitainment ot the financial standing of the applicant and 
the giant of the loans must rest with the land moitgage bank 
While we agiee that a ceitain amount of co-operation between 
the oidinary co-opeiative society and the land moitgage society 
Will be of mutual advantage to both the institutions, we aie con- 
vinced that the two classes of societies should woik entiiely apait 
and that the tiansactions of the oidinaiy society should not m any 
way be mixed up with tho'^e of the- moitgage bank 

224 We are not in favoui of peiraitting land moitgage banks 
to receive deposits oidinaiilv like co-opei alive central banks 
We are, however, attracted by the lecommendation of the Central 
Provinces Piovmcial Banking Enquiiy Committee for the institu- 
tion of a provident fund scheme m land moitgage banks under 
which the boirowei will be lequiied to contiibute annually a fixed 
sum to the piovident fund on the basis of his ordinary surplus 
in a noimal jeai and tlie instalment foi lepajment of loans 
which he might be paying to the land mortgage bank That 
Committee was influenced in this recommendation by a desiie 
to provide, in addition to ciedit facilities foi long-term loans, 
•simultaneous facilities foi investment and the development 
of the thiift habit In addition to the piovident deposits, that 
■Committee has also lecommended that the land moitgage bank 
might accept deposits foi not less than 5 yeais and that the bank 
might also issue savings certificates payable after 3, 10 oi 15 years 
As we have stated in a previous paragraph, loans of the land 
mortgage banks will, in the beginning of their career, be mostly 
for liquidation of old debts in regard to which it is necessary to 
provide foi a long period for lepayment It will, therefore, be 
dangerous foi the land mortgage bank to depend on these short- 
term deposits for financing the boiioweis While, therefore, the 
receipt of deposits and the institution of schemes for savings certi- 
ficates may come with the gradual development of land mortgage 
banks, we do not think it advisable to recommend these measures 
for obtaining woiking capital for the banks at the present stage 
of development 

225 We now come to the vexed quebtion of whether the land 
moitgage banks should be vested with summary powei of lecoveiv 
by foreclosure and sale without the intervention of civil courts 
Most of the Piovmcial Committees are not m favoui of granting 
this power to the bank One of the reasons given for this 
■attitude IS that the loss to debtors ■'vhich it might entail miglit 
-prejudice the bank m the eyes of the public The Bengal Pro- 
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vnicial IBanking Enquiry Committee exmsidei that, apait from 
undue rigoui to bonowers, the pioposal would lead to laxity on 
the pait of the management of the banks m sciutinizmg the- 
secuiity offeied foi loans and to caielessness in fixing the amount 
of the loan itself In then opinion, consistent good management 
and piopei fixing of the peiiod of the loans would enable the land 
mortgage banks to a\oid litigation Some of the Committees are 
inclined to postpone consideration of this question until gieater 
expeiience has been gamed of the woiking of these banks as 
the limiled expeiience available at piesent affords too naiiow a 
basis foi judging the difficulties to be faced by these banks or 
the inoMsion that might be necessal^ On the othei hand, we 
are mfoimed that, in the legislation ^^hlch is no^^ contem- 
plated in Madias, piovision has been made foi po^^els of summary 
jjioceduie foi the lecoiciy of aiieais fiom dcfaulteis \¥e consider 
that this question is of tiindamental importance In the absence 
of special legislation, the piimaiv land moitgage bank %m 11 have- 
to institute a suit in the civil couits foi the lecoven of the debt 
oi it mav institute it befoie an aibitiatoi appointed by the 
Registrar of Co-opeiati\e Societies The elaboiate piovisions of 
the Tiansfer of Propel ty Act and the Code of Civil Piocedure will 
haie to be invoked foi obtaining and executing moitgage decrees 
bv the co-operative land moitgage banks and the time and cost 
invoked in the piocess will consiilerably hampei the opeiations of 
these banks and leact adiersely on the maiket foi the debentures 
issued by them In new of these leasons the Townsend Com- 
mittee on Co-opciation in Madias lecommended, in accoidance with 
precedents in othei countiies, that the land moitgage banks should 
have the poner of bringing mortgaged pioperties of defaulting 
rnoitgagois to sale 'without lesoit to civil couits This 
poisei IS ncccssarv to make the debentuies a popiilai and liquid 
foim of secuiity, and until it is given, the attempt of the mortgage 
banks to deiive then ^^olkmg capital by debentuie issues will not 
meet ■with siicce'^s At the same time, we lecognize that the light 
of the aggrieved party to question m the civil couits the action of the 
bank «hould be fully safeguarded We fuithei recognize that pro- 
Msion should also be made to safeguard piopeily the mteiest of 
the mortgagor and not to contravene the provisions of the Civil 
Piocediiie Code m legaid to the sales of mortgaged property 
We, tlieieioic, definitely leeommeud that the power of foreclosure 
and sale by the land moitgage bank without lecourse to civil courts 
shoidd be given to the land moitgage bank subject to the above 
=afeauaids We do iKit altadi much impoitance to the suggestions 
that such a power would weaken the responsibility of the manage- 
ment 01 inalce the moil, gage banks unpopnlai with the public' In 
some countiies foreclosure is not permitted unless the outstanding 
debt hears a substantial piopoition to the value of the mortgaged 
property We consider that this salutary safeguard should also 
be included in any legislation m connection with co-operative land 
mortgage banks in India 
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It IS appiehended that the exeicise of the po'nei of lecovery hr 
foieclosure and sale without the inteiveution of civil couits which 
we have lecommeiided above might piejudice the title of the debt- 
•oi’s co-shaies oi the iirioi clauns of othei credilois We have 
fully piovided for this din'iculty by allowing eteiy aggneved party 
the light to question in the civil coiiits tlie action of the bank and 
4ake anv fuithei steps that he may be advised to lake in ordei fully 
to safeguaid his lights 

i26 A sirailai pioMsion connected with the insolvency law, wkh 
■the same end in view as that discussed in the pieceding paia- 
giaph, seems to us to be necessaiy We lecommend that the 
law should be amended so as to give gieatei protection to the 
land moitgage banks against a^oldance of moitgagc by the 
unsecured creditors of the insolvent 

227 We may in this connection lefer to an important point 
"raised by the foreign banking experts wdiich we have oiirselvca 
very carefully consideied, namely, the operation of the Jjand. 
Alienation Acts which makes it imj^iossible for the lender to secure 
the right to a free sale of the land which thiough default of the 
mortgagoi may have to be taken o\ei by him Land moitgage 
hanks aie institutions for the pin pose of lending monies for long- 
term investment on the sound and realisable security of agricul- 
tural land in oidei to enable the agriculturist to secure the advan- 
tage of cheap money Where the land is transferable without any 
legal or customary impediments it will naturally foim a valid 
security, but wheie the policy of the State has placed impediments 
against such transfers, the credit of the cultivator is adversely 
affected The policy of preventing the easy transfer of land so as 
to retain it in the hands of the agiicultuiist or the classified agri- 
culturist has so far been declared or enacted in the Punjab, and 
ceitain parts of the Central Provinces, the United Provinces and 
the centrally administered aieas The expeiience gained has been 
summarized by the Provincial Committees m their reports and 
hiiefly as follows — 

Central Areas — ^These Areas are protected by special legislation 
on the lines of the Punjab Land Alienation Act It has affected 
adversely the credit of the agiiculturist with the non-agiiculturist 
money-lendeis though at the same time it has been of 
great use in restricting borrowing foi wasteful purposes The 
result IS that the agriculturist lendei is replacing the non-agricul- 
Tturist lender in the lural areas to an appreciable extent and the 
tendency is noticed whereby the agncultuiist with a surplus invests 
it in purchasing land or m advancing on mortgage of land with a 
view to purchasing eventuall-y more land instead of investing his 
surplus in capital improvements on land or in intensive farming 
The Committee have, Iherefoie, uiged the protection of the small 
peasant proprietor against the bigger agncultuiist with a "view to 
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diverting tlie rural savings to a moie profitable cliaP^®^ of invest- 


ment 


The Central Provinces — The Gonds are the only^^f*®® fo whom 
the Land Alienation Act applies The credit of tP®®® tribes has 
•shrunk somev-hat since the enactment of the law Moneylend^s 
are also springing up amongst these Lube'- Thl® foe 

opinion of the Committee, operates to perpetuate thP backwardness 
of this class of the population ! 


The Punjab — The Act hampers the opeiations pf f^^® nori-agri- 
culturist rural mone^y lender and gives the agriculturipf moneylen^r 
a predominant interest in usufructuary mortgage posmess ot e 
province The greater freedom of the agiiculturi^f moneylender 
enables him to advance a higher proportion of tU®^^ofoe of the 
mortgaged land than the non-agricultunst lender ' nseiul 

m the case of borrowers who understand the use* ®f credit, but 
IS very detrimental to the interests of the other ponowers The 
rates of the non-agncultunst moneylender aie enP^^®®P 
loans are restricted, while the agricultural moneyf®^®®^, 
also a big landlord, is taking advantage of the Av^ f® f® 
land at the expense of the peasantry \ 


The United Provinces — The general effects o/ f^^® Bundel- 
khand Land Alienation Act are also similar Theif^ f'®'® 
duction in the supply of credit and an increase in itsjP^^®® 
led directly to a fall in land values The non-agriP®ff®^®f money- 
lender has been replaced to a considerable extent f^^® Rgncul- 
tuial moneylender and the richer landlord has Pos- 
sessions at the expense of the poorer On the wP®^® ^® doubt- 

ful whethei the Act has benefited the tenant 

In addition to the'-’e Land Alienation Acts, tP®^® various 
nestrictions on free alienability of land in several 'jfenancy Acts in 
force m many of the provinces I 

228 Reviewing these experiences we are of op’^^®^ that, from 
a purely banking point of view, it is necessary that^®f®P® should be 
taken to lemove all impediments to the free tr|-®®f®i o^ lands 
We lecognise, however, that other considerations f|^® and 

we recommend that tlie Provincial Governm^^^® their 

Legislatures should properly weigh the variou^^ considerations 
m shaping their policy While this recorP®®®^^®'!'^®^ i® 

general and is intended to improve the credP ®^ ^^^® 
culturist, a special provision m regard to mortgage 

banks is necessary m those provinces where Land[ Alienation Acts 
are now m foice It will not be possible for the‘ mortgage 
bank to obtain its working capital from debenture unless the 

agricultural land which is the security at the bacW ®^ these deben- 
tures can be freely sold m case of default in payn^®®^ ®^ principal 
and interest by the borrowers fiom the bank 1 Moreover, the 
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double object of pieventing the free mortgage and sale of agn- 
cultuial land, and the piovision of cxedit foi the economic benefit 
of the agncultmi&t thiough co-opeiative land moitgage banks, 
cannot easily be achieved If theie aie lestrictions on the 
alienability of the land loi the iccovei'^ of dues in the case of one 
class of membeis -while the land of the othei class of members 
can be fieely sold foi inch ieco\eiy, the essential fcatuie of co- 
opeiation, nameh , eqiiaht} of the status of members, will be 
saciificed In vien of these difficulties we lecoinmend that an 
alteiation should be mide in the Land Alienation Acts, — all legisla- 
tion ■\\hich icstiicts the sale oi moitgage oi othci foims of alienation 
m the seveial pio-\inces is included in this expiession, — winch would 
give to the co-opeiatne land moitgage banks the light to take pos- 
session of land thiough foieclosuic on default of the payment of the 
instalment of the loan and to sell it The sa'e nay be lestncted 
to the agiiciiltuial classes accoiding to the provisions of pre\ailmg 
legislation and no question of pohc\ in icgaul to pie\entmg expio- 
pnation of these classes is intended to be touched b-^ this paiticular 
lecommendation 

229 The qiie-jiion of establishing an All-India Central Land 
Moitgage Cotpoiation has been considered by us We do not 
think that theie is at piesent any need foi such an institution, 
though when land moitgage banks aie started in large nmnbeis m 
the various pioMiices and wdien the pioMiicial land moitgage banks 
in the pi evinces feel a leal need for a financing and balancing centre 
it ma\ be necessau to leconsidei tins question 

CoAniEuciMi Land Moutgvge Binks 

230 Specialization m banking spheres is now a common feature 
11 . most countiies Geneially speaking land moitgage bankings 
co-opeiatne banking and mcliisliial banking aie being developed 
on a specialised basis The most outstanding example of a joint h 
stock land moitgasre bank is the Credit Founci dc France It/ 
enjoys ceitam legal pinileges gianted b> st.hute and is supeiMsed 
by the Government Since 1920 it ad\ances sums up to 40,000 
fiancs lepayable in 25 -^eais at A^eiy low lales of mteiest It acts 
as an apex bank foi legional moitgige banks somewdiat in the 
same luannci as the Bank of Fianco does foi the commercial 
banks of the countiv In Japan also Ibeie is the system of com- 
mercial land moitgage credit The Hypothec Bank of Japan 
(Nippon Kwangyo Gmko) wdnch was founded m 1895 has specia- 
lised in making long-tciin loans ledeemable within a maximum 
peiiod of 50 yeais on the secmiL of immovable piopeity The 
Paiker Wilhs Commission of the Iiish Fiee State lecommended the 
establishment of a big agiicultmal ciedit coipoiation with a capital 
of ^500,000, the nnsubsciibed poition of which wms to be taken up 
by the State and the commercial banks In England, as a lesult 
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of the leports of the Comnuttecs set up by the Ministry of Agncul- 
tuie and Fisheries to investigate into the problems of luial credit^ 
the English Moiigage Giedit Corporation was set up by the Agri- 
cultural Credits Act of 1928 The Moitgage Company formed 
under Part I of the Act is called the Agricultmal Mortgage Cor- 
poration, Etd , and the leading joint stock banks of England, 
namel}, the Bank of England, Baiclays Bank Ltd , District Bank 
Ltd , Glyn ]\lills & Co , Llojds Bank Ltd , Manchester and 
County Bank Ltd , ISfartins Bank Ltd , National Provincial Bank 
Ltd , Westminster Bank Ltd and Williams Deacon’s Bank 
Ltd are the share-holding hanks m this Corporation The 
Mini'^try of Agriculture and Fisheries with the approval of the 
Treasui^' is authori/cd to ad\anee up to an amount not exceed- 
ing T7o0,000 for the purpose of Cbtabhshing a Guarantee Fund 
These advances are free of interest for a period of 60 years The 
Minister is empowered al'sr to contribute TIO.OOO towards the cost 
of the administration of the Corporation The Treasury is em- 
powered to procure the under- wTiting of the debentures up to a 
sum not exceeding £ 1,000,000 and may itself subsciibe to an 
amount not exceeding one-fourth of the net I'^siie or -Cl ,250,000 
m all The advances by the Corporation on agiicultural mortgages 
must not exceed two-third'? of the estimated value of the pioperty 
and must be icpajable by equal j early or half-yearly instalments 
of principal and interest spread oier a period not exceeding 60 
■\ears the moitgage ad\ance being thus automaticallv reduced 
The Corpoi'Uion may alco make loans under the Land Improve- 
ment Acts The debenture ?lock is tiiKtcc seeunly The Coipoia- 
tion commenced operations in -Tanuan 1920 and has aheady tian- 
sacted a serv laige solumo of business (Sec jiages '130-4*12 of 
the “Practice and T/aw of Banking” b^ Slieldon, I'ldition 1030'> 
The second pail of the Act enables chattel moitgage on farm crops 
and Ine-stock being cieated in favour of joint-stock banks 

231 The Pm>‘il Commission on Agrienlturc have given a brief 
account of the oiigni and sulwcqueiii history of the Agnciiltmal 
Bank of Egvqit * This Bank was established m 1002 Advances 
weie made b^ tlie bank to small fanners and weie of tw^o kinds, one 
up to 1.20 each foi a penod not exceeding 15 months wnthout inoit- 
gage secuiitj, and the other not exceeding -6300 each for not more 
than 5] yeai- against a fust mortgage Intel est was limited to 9 per 
cent and lecovcncs were made, together wuth the Government land 
tax, bv tbe official village accountants in rotnrn foi a commission 
of one-half per cent jiaid b> the bank The Egyptian Goveni- 
ment undertook to provide in any yeai such sum as might be neces- 
sary, after meeting all present claims and exhausting the reserve 
fund, to make up a profit of 3 per cent on the capital invested in 
loans The Government also guaranteed interest at pci cent 
on million of bonds issued by tbe bank In four voais the 

* Report of tlio Royal Commission on Agriculture, para 357, 
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l^atik advanced a-bnut ^10 million, i>ut overrhorrowing and ntitlaj- 
qn unproductive 'expenditure led to ^tlie failure of 'tbe eclieme 
cheap advances and a pohcy of foreclosure 'on the mortgage, ‘with 
the sale pf the land, was widely adopted against persistent defaul- 
ters With tlie passing of the “five-feddan” law in 1912, the- 
maximum limits 'for the two classes of loans were raised to £200 
and £1,000 respectively and the period for the latter class of loans 
was also raised from 5^ to 20 years The Royal Commission add 
that cheap long-term cjedit to small cultivators is a blessing only 
where the cultivator is possessed of the knowdedge and strength 
of charactei required to induce him both to limit his borrowing 
within his repaying capacity and to apply the borrowed money to 
productive pin poses 

232 Dawson s Bank m Burma, which is a commercial agricul- 
tural bank and opeiates in the liiarvadd} delta is the only im- 
poitant instance of an agricultuial bank on a ]omt stock basis in this 
country The Royal Commission on Agiiculture have dealt wuth 
the w’orkmg of this Bank and the caiises of its success (Fide 
paragraph 422 of the Royal Commi^ision’s repoit) The Burma 
Committee have maR a veiy definite recommendation m 
favour of well-planned ]oint-stock land moitgage banks 
foi the benefit of laigei land owners wdio aie not served bv 
the co-operative land mortgage banks which are e'^sentiallv intended 
foi the small scale cultivator The Committee say “Joint stock 
land moitgage banks have succeeded in many countries in supplymg 
long-term credit to substantial farmers and are needed to do thij 
work in Burma But jomt-stock land .mortgage banks have 
nowdrere succeeded in dealing with small peasant proprietors. 
Sooner or later they confine their dealings to more substantial 
classes” 

233 1'he need foi such moitgage institutions is particiilailv felt 
111 provinces where the permanent settlement prevails vind v\heie 
the estates ('^aimmJans) represent laige investments of capital which 
are not employed in other directions owung to the secuiity of the 
yield obtained fiom investments m land under the permanent 
settlement and the absence of a similar security of return from in- 
vestments in the fields of industry and commerce At present, 
the landowners in Bengal, as a rule, obtain credit from indigenous 
bankers, money-lenders and loan offices on mortgages The rates 
of interest and terms of repayment insisted on by these agencies 
are, however, onerous Land has thus been deprived of its proper 
credit value and it is difficult to raise funds for utilization in pro- 
ductive channels connected either with the development of the 
estates or with other lucrative industry or trade 

234 Indeed, the Bihar and Orissa Provincial Committee have 
recommended the establishment of a land mortgage bank for that 
province under Government control and with capital initially sup- 
plied by Government, for the ledemption ot debts of the landlord 
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class and for financing their long-term credit requirements Th6 
Committee contemplate “the ultimate reduction of Government 
control to a mmimum bj requiring, all borrowers to take up a num- 
bei of shares bearing a fixed proportion i;o their borrowings and thus 
giving them a voice m the management of the bank They also 
lay consideiable emphasis on the necessity for associating the officials 
engaged in land revenue administration with the Board of the 
bank, as the experience of these officials will be of the greatest 
possible use m supervising the valuation of security and m judging 
the geneial credit-woithmess of the borrowers They have pro- 
posed that the bank should have its head office at the headquarters 
of the province and branches at each of the other four divisional 
headquarters 

285 We recommend the development of well-organized joint- 
stock land mortgage banks in this country for the benefit of the 
numerous classes of landowners who cannot be adequatel}? seived by 
the co-operative ciedit oigamzations We also commend for the con- 
sideration of local Governments whether, with a view to improving 
the economic conditions prevailing m then provinces they should 
not take the iiiuidtive toi the establishment of such lianks and 
assist in ensuring the success of their operations, providing for this 
purpose a portion of the initial capital Such action would be on 
the lines of that recently taken in England We. also agree 
geneially with tlie recommendations of the Bihar and Orissa Com- 
mittee We contemplate that the working funds of such institu- 
tions should be derived from both shares and debentuies '.I'he limits 
up to which debentures may be issued should be fixed with refeience 
to the conditions in each prmunce If, in any province, the pio^vin- 
cial Government undertakes to guarantee the interest on the de- 
bentures issued by the bank, such debentures should be included 
among trustee securities on the same conditions as debentures of 
co-operative land mortgage banks We do not desire to lay down 
any hard and fast rules in regard to the grant of loans as in the 
case of the latter, but we should like to lay down the principle 
that the loans should provide for a safe margin and the period 
and instalments of repayment should be fixed, as in the case of the 
co-operative banks, with reference to the repaying capacity of the 
borrower as judged from, among other things, the net income from 
the mortgaged land 
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236 The Government provide bnt a very small share of the 
finance required by agriculturists by loans under the Land Im- 
provement Loans Act and the Agriculturists Loans Act, which 
are merely enabling Acts empowering local Governments to 
advance loans from State funds and to frame rules governing the 
issue of such loans Complete figures of loans made by the 
various Governments under each of the two Acts for a year are not 
available In fact, one of the provincial Governments, namely 
Bombay, does not keep separate accounts of the advances under 
each Act We give below the figures furnished by the Piovmcial 
Committees which illustrate the very insignificant part played by 
Government in the mattei of supplying rural finance — 

(In thousands of rupees ) 


— 

Land 

Improvement 
Loans Act 

Agriculturists 

Loans 

Act 

Remarhs 

Assam . . i 

7 

1,60 

Average of five years 

Bengal 

93 

1 UM 

Relating to 1928 29 

Bihar and Orissa 

70 

I 8,34 

Average of five j ears 

Bombay 

13,72 
(m 1920) 

9,57 

(average of 
normal years) 

Figures for each type of 
loan not separately 
available for all years. 

Burma 

20 

(ordinary year) 

1,90 

(average of ten 
years) 

1,68 


Central Areas 

1,70 

Average of three years 

Madras 

12,70 

11,64 

Relating to 1927 28 

The Punjab 

6,00 

11,00 

Average of five years 


23 1 The Eoyal Commission on Agriculture in India enquired 
into the working of these two Acts They found that on the whole 

( ISO ) 
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the working of the two Acts was satisfactory, but that steps should 
be taken to make the benefits available under them more widely 
known to the cultivators As regards the Land Improvement 
Loans Act, the Commission came to the conclusion that the rate of 
interest could not be reduced without mvolving the public finance 
in loss and that the period fixed for repayment was not too short 
They did not find that m any province the work of land improve- 
ment was restricted by shortage of funds for loans under the Land 
Improvement Loans Act , but they proposed the appomtmcn'j of a 
special staff to survey the possibilities of improvements 'Ihey 
were also satisfied with the working of the Agriculturists Loans 
Act They held that the Act must remain on the statute book 
until the spread of thrift or of co-operative credit or of both ren- 
dered it obsolete In regard to the working of both the Ads, the 
Commission found that delay in dealing with applications was a 
fiequent cause of complaint, but they added that local Govern- 
ments were fully alive to the defect In view of what is stated 
below we think that the worlang of the Acts leavns much room 
for improvement and we are unable to share the general feeling 
of satisfaction expressed by the Royal Commission 

238 The Provincial Banking Committees have gone moie fully 
into the working of these Acts The rates of interest choiged to 
individuals on loans under the two Acts vary from 6 pir cent to 
6| per cent m all provinces except Burma where the rate was 
as hit’ll as 12 per cent, till recently and now dands at 10 
per cent and Coorg where it is 7 } per cent In Madras loans 
foi relief of distiess are given at 3 per cent and in Bijapur 
in the Bombay presidency, loans for sinking wells are given 
at a rate which is shghtly higher than 5 per cent The Pio- 
vincial Committees generally have no recommendations to make 
in regard to the rates of interest The maximum period of repay- 
ment under the Land Impiovement Loans Act is 35 years, buf 
local Governments have powei to fix the period by lules under ■‘he 
Act not exceeding the above maximum limit The loans under 
the Act are in practice generally restricted to 20 years oi less m all 
the provinces The Central Provinces Committee report that 
though the maxirqum period under the rules is 20 years, in practice 
the period fixed for repayment rarely exceeds 5 or 6 years The 
peiiod allowed for recovery of loans under the Agricuhiirists Iioans 
Act IS generally shorter than that for loans under the Land Im- 
provement Loans Act The ordinary practice m some pi ounces is 
to recover the loans at the next mam harvest or at latest after two 
mam harvests The period is longer in the case of special loans 
for purchase of seed and for relief of distiess We do not consider 

* Two of nnr collen£;ue« '^T^ V Hamada" Pantiilu and Ohowdlirv Mukhtar 
Small feeltliaf for the beneficial administration of the Apirictilturists’ Loans Act 
the rates of interest must bs lower than the\ are at present, spe'^iallj’’ m the 
case of loans dispen od n times of disties’^ 
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il to- be a right policy to grant loans for improvemsut for a bhort 
period, though the rules provide that the loans might be given- for 
a longer period We think that normally loans for improvement 
should be spread over a period of years and that only m cases 
where the amount advanced is very small or the improvement 
effected is very temporary, the repayment should be required withm 
-a- shorter period 

239 The iProvmcial Committees liave made various suggestions 
which may broadly be classified as follows — 

(a) those which aie intended to remove certain existing ad- 

ministrative detects, and 

(b) those which aie intended to improve and extend the 

benefits available to the cultivators unde^ the Acts 

240 The moie important of the administrative defects which 
call foi remedy are summarized below - — 

(1) Delay in the disposal of loan applications and levy of illegO'l 
gratifications — We recommend that Provincial Governments 
should take steps to minimize these dela’\ s and to lessen the oppor- 
tunities for illegal gratifications We understand that the question 
of expeditious distribution has already been taken in hand by some 
of the Governments We agree that distributing officers should 
be of some standing and should be on the look-out for cases of 
illegal exactions It has been repoited by the United Provinces 
•Committee that, as a result of such exactions, the effective cost 
of a takavi loan has been estimated at not less than 25 pei cent 

(2) Insufficiency of loans — It is reported for example that 
loans foi the pui chase of cattle are insufficient for the purpose and 
it has been suggested that where funds are insufficient the advances 
might be restricted to a smaller numbei of recipients whose need 
is gieatest and that then requirements might be satisfied We 
suppoit this suggestion We similarly support the recommenda- 
tion that loans should be given on a more liberal acreage rate as 
restriction to smaller amounts might involve lesort to moneylendeis 
at exorbitant rates of interest 

(3) Strictness in realizations — We do not appiove of any laxity 

in leah/atious, ticugli w'e are m favour of liberal suspensions and 
lemissions when necessity arises, such as failure of ciops, etc We 
agree with Piovincial Committees that dates of repayment should 
be fixed with due legard to the dates of harvest and that cattle 
loans should be allowed to be repaid in two kists instead of in one 
Similarly, we agree that the recovery of loans advanced in times 
of distress should invariably be effected in more than one instal- 
ment I 

(4) Unfairness in realizations of joint bonds —When loint bonds 
are taken, we recommend that (i) the amount due from each 
individual borrower should be entered separately in the bonds 
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<ii) every attempt should be made to realize from each individuali 
4he amount so shown and (m) joint liability should be enforced 
•only as a last resort and should even then be apportioned as fairly 
as possible 

241 We give below certain suggestion^ made for improving and 
-extending the benefits available to the cultivator from the two 
Acts — 

(1) The facilities available aie not widely known to the public 
We recommend that steps should be taken to remo>re lOe general 
ignorance about the facilities of credit and the procedaie to be 
■followed m securing these facilities 

(2) The Bombay Committee refer to the successful woiking of 
the Land Improvement Loans Act in the Bijapui di&trict where a 
definite policy of agricultural impiovements and famine prOiec- 
tion IS being followed The details of the scheme are referred to 
m paragrapli 107 of the Bombay Committee’s lepoit We support 
the recommendation of the Bombay Committee that a similar pol cy 
should be followed elsewheie with suitable agencies for advice 
guidance and supervision We consider that the amount of loans 
granted under the Land Improvement Loans Act is leiy insrgni* 
ficant compared to the needs of the country Although the Eoyal 
■Commission on Agriculture reported that the wmik of land improve- 
■ment was not restricted in any province by shortage of funds for 
loans under the Land Improvement Loans Act, the Bombay Com- 
mittee have referred to the impression among witnesses that the 
amount that could be obtained as loans under the Act is insufficient 
and have further drawn pointed attention to the fact that Govern- 
ment have no well planned policy of promoting agricultural im- 
provement by the giant of such loans The Boyal Commission 
have suggested various ways in which the possibility of imptove- 
■ment should be examined and suggested to cultivators We can- 
not usefully suggest anything more than draw the attention of Pro- 
vincial Governments to the recommendations of the Eoyal Com- 
mission and of the Provincial Banking Enquiry Committees 

(3) In backw'aid tracts where the cultivators are not fitted to 
exercise the right of transfer of land and where co-operative credit 
societies cannot be successful and also in areas which frequ'^ntlv 
suffer from -lefective distiibution of rainfall and water-supply, ihe 
free availability of facilities under the Agiicultuiists Loans Act has 
been strongly recommended We support this recommendation 
which has also found favour with the Boyal Commission on Agri- 
culture 

242 There are various other detailed suggestions made by the 
Erovmcial Committees which we have not mentioned above We 
Iiave summarized them m the appendix to 'the Report and indicated 
our views on them There is, however, one suggestion made by all 
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the Provincial Committees legardiiig the extent of financial assist- 
ance that IS permissible or desirable under the Agnciilturists Loan^ 
Act which we desire to refer to hete All the Committees are unam- 
moiisl}' of opinion that the Act should be confined to times of 
emergency and stress and are not in favour of using the Act more 
extensively in noimal circumstances We agree that it is out of 
question for Government to provide the whole of the loan require* 
ments of the agnciilturists and that sporadic attempts on the part 
of Government to supply a fi action of such requirements are bound 
to meet with failure We therefore lecommend that the operation- 
of the Agriculturists Loans Act should be generally restricted to 
relief of distress 

243 In respect of loans undei the Agiiculturists’ Loan-J Act 
and the Land Improvement Loans Act we should like to draw the 
attention of Government to the weighty observations made by the- 
Indian Famine Commission (1901) regarding the policy to be 
followed by Government in this matter We quote below a few 
extiacts from that Report — 

“The importance of advances under Act XII of 1884 and 
Act XIX of 1883, IS now generally admitted It 
IS necessary, however, to insist that these advances 
lose a great part of their value if they are not given 
at the proper time Advances under the Agricultur- 
ists’ Loans Act (XII of 1884) are most profitably 
given for the purchase of seed grain for the rabi 
harvest at the vei-y commencement of the famme, 
and again for the purchase of plough cattle and seed 
in the months of May and June m anticipation of 
the khauf sowings The peiiods during which ad- 
vances may be most usefully distributed under the 
Land Impiovement Loans Act (XIX of 1883) are 
less lestncted , they may with advantage be given 
until the hot weathei diaws to a close , but we 
have alieady pointed out that they, as well as the 
advances under the sister Act, are specially required 
in the very eailiest stages of the famme, as a 
measuie of moral strategy and to put heart into the 
people * ^ 

(Para 250) 

“The real justification of the policy (of Government ad- 
vances to cultivators) lies’’, said the Merhber m 
charge of the Bill, which became Act XII of 1884, 
“m the position of Government as the great land- 
loid of the country, and the direct bearing which the 
welfare of the cultivator has on its revenues’’ But 
a wider view may be taken of the responsibilities o§ 
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the Government and its interest in the cultivator as 
a citizen no less than as a contributor to its revenues 
justifies it in promoting his industry The policy of 
the Takavi A^'ts should not be regarded as productive 
merely, but also as protective, and it is upon the 

- protective aspects especially that we would insist. 

We recognize the progress that has been made since 
these measures were originally introduced, but we 
are convinced that there is both scope and need for 
a further extension of the policy in its protective 
aspect on lines of greater hberahty * * 

tPara 311 ) 

We would add that the grant of advances under these Acts 
should not leplace assistance for famine relief The economic 
leactions of advancing loans under these Acts to the agriculturists 
who are affected by famine, instead of giving them relief under 
tue Famine Eelief Code, are too obvious to require emphasis 

244 The question of distribution of taka'oi loans through co- 
operative societies has also been discussed by the Agricultural Com- 
mission as well as some of the Provincial Committees In Bombay, 
advances under the Land Improvement Loans Act can be made 
only through the agency of co-operative societies in Milages where 
such societies exist The Madras Committee have given some 
valid reasons against such distiibution and the Assam and the 
Bihar and Oiissa Committees have also, foi reasons which are stated 
in their repoits, not supported the Bombay practice In the 
Punjab, no loans have been made by Government tbiough co- 
opeiative societies in the last 5 jeais and the following recomrren- 
dations have been made by the Provincial Committee in this con- 
nection — 

(1) No loans should be made by Government through the co 
operative societies so long as there aie sufficient funds in the co- 
opeiative movement 

(2) No loans should be made by the revenue staff to the mem- 
bers of a co-operative society without the knowledge and consent 
of their society 

(3) This consent should not be given if co-operatne funds are 
available 

245 The co-operative credit organisations have normally suffi- 
cient funds to lend to their members and they do not requue loans 
from the Government foi the purpose The societies can only 
lend to their members and it will be inadvisable to use the co- 
operative agency to advance loans to non-members on the lespon- 
sibility of the society for their recovery and then proper application 
We have, however, no objection to Government using the co-opera- 
tive societies as mere agents for distribution Moreover, it is not 
our intention that members of co-operative societies should not be 
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pernutted to avail themselves of State aid under these Acts In 
either case it must be clearly understood that the societies should 
not be responsible for watching the application of the loans or for 
their recovery 

Other forms of assistance to rural credit provided by 
Governments in India. 

246 As stated in paiagraph 46, and in Chapters IX and X, 
Governments in India also assist in vaiious ways co-operative 
oiganisations foi the supply of ciedit to the agriculturist The 
amount of such assistance has, however, been small, mainly 
because these organisations have not so far been compelled to 
cuitail then activities owing to a shoitage of capital resources 

State and agricultural credit in other countries. 

247 Ruial ciedit m almost all countries in the world has 
received, and is receiving, the special attention of their respective 
Gbvernments It will suffice to summarise here very briefly the 
position in certain parts of the British Commonwealth and in the 
United States of America — 

(1) Great Britain — In Gieat Britain, the Small Holdings and 
Allotments’ Act of 1908 empoweied the Government of Gieat 
Britain to take all the land which any individual owns in England 
and Wales in excess of 50 acres and to sell or lease it to a farmer 
or labourei In older to help the small holdeis and labourers to 
purchase these holdings the Government through the Count 5 >- 
Councils have undertaken substantial financial responsibilities 
The aiiangement is thus desciibed by Heriick in his Rural Credits’* 
“For each small holding sold outiight by the County, a purchaser 
must pay not less than one-fifth of the price in cash , one-fourth 
may be secured by a perpetual rent chaige redeemable in the 
manner provided by the English laws, and the balance may be 
seemed bv moitgage to be paid off half-yearly in instalments of 
principal and interest oi by terminable annuity The longest 
credit which a County may allow on such a sale is 50 years ” 
'A large sum of money was borrowed by the Counties for 
the pui chase and adaptation of these lands The Scottish Board 
of Agriculture by the legislation of lOfl was empoweied not only 
to adjust the lights of tenants on the land, but also to enlarge 
small holdings and to acquire estatesTbr sub-division and allotment 
to small holders The Government of Great Britain appropriated 
a large sum to be used by the Scottish Board of Agriculture for 
cniT^mg on its work The incorporation of "The Agricultural 
Mortgage Corporation Limited" in England under the Agricultural 
Credits Act of 1928 constitutes a distinct land-mark in the rural 

* Rural Credits by Herru'k, page 160 
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credit orgatnaa/tion of England These' measures are the result 
mainly ofe the recommendations of the Agriculcmal 1‘ribunal' of 
Investigation! and’ the Committees on> Agricultural credit "We have 
aheady referred to themnn Chapter X of our report 

(2) Ireland — In Ireland since the establishment of the Board of 
Works in 1831, large amounts have been advanced to farmers for 
various beneficial purposes Under the Land Purchase Acts an autho- 
iity knotvn as the “Estates’ Commissioners’’ was appointed to 
enable farmers to purchase holdings Mr Herrick says that this body 
“is the' greatest body not only m Ireland but m the world for 
using the aid and credit of the State for the puipose of enabling 
farmers to acquire real estate’’ The Land Purchase legislation 
to which this betterment of lural conditions is due compiises 
a series of Acts covering a long period of years from 1869 Four- 
fifths of the inhabitants of Ireland are farmers oi are engaged m 
agricultural pursuits Practically all f aimers are now owners 
of the farms they till, or else occupy them- at fair lents judicially 
hxedl Recently, rural credit in the Irish Free State was the 
subject of investigation by a special Commission Its conclusions 
must be of special value to India as agriculture occupies an 
equally predominant position in the economic life of both countries 
The Irish Commission says — “We believe, that the needs of the 
present situation can be most effectively met by establishing an 
institution whose duty shall be fiist of all to finance the needs of 
Agricultural Co-operative Societies and eiitei prises To this end we 
commend the establishment of a central institution, for which we 
propose the name “Agiicultural Credit Coiporation’’ , whose dutv 
it shall be to obtain from the public the funds needed foi agricul- 
ture and to lend funds foi agricultural undertakings’’ 

(3) Australia — ^In Australia, provision is made by the Com- 
monwealth Bank (Rural Credits) Act 16 of 1925, for the dispen- 
sing of short term rural ciedit by the Bank Section 7 of the 
principal Act which defines the geneial power of the Bank permits 
it to acquire and hold land on any tenure and Section 34 
permits the Bank to invest any moneys held by it on loans on the 
security of land This Act created a separate Department of 
Rural Credits as a part of the Commonwealth Bank The new 
Department is provided with ample funds from vaiious sources to 
finance agriculture The Treasurer is empowered to lend to it 
up to £3 millions In addition to this, 25 per cent of the net 
annual profits of the Note Issue Department of the Bank have to be 
paid into the Rural Credits Department up to a maximum of £2 
millions Besides the^^e sources, the Bank is authorised to raise 
money for Rural Credits by the issue of debentures up to four 
times the sums lent by the Treasurer, moneys paid out of 
the profits of the Note Issue Department and the Reserve Fund of 
the Rural Credits Department From all these sources, the 
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Department can make advances for periods not exceedmg twelve 
months to other hanks, co-operative associations, and corporations 
or nnincorporate bodies specified by proclamation The advances 
are made on the secuiity of what is called “Primary Pioduce" 
nhich includes i\ool, grain, butter, cheese, fruits, hops, sugar 
and the like 

(4) Neto Zealand — ^In the Dominion of New Zealand, a 
“Long Terra Mortgage Department’’ was added to the New 
Zealand Bank by a special enactment in 1926 'I’he Department has 
a special share and debenture capital The share capital was 
raised bj the issue of shares to the share holders of the Bank, a 
third of w'hich ivas bought bj' the Dominion Government. 
The Government get a dividend of 6 per cent on their 
preferential shares, while the other shareholders get 7^ per 
cent Debentures may be raised up to thrice the amount 
of the special shaie capital and their repayment is secur- 
ed against the long-term mortgage loans, which are advanced to 
agiicultniists out of this worlcmg capital The loans are advanced 
for periods extending to 36} years on an amortization basis with 
interest at 6 per cent plus provision for sinking fund 

(5) South Africa — ^The Union of South Africa has a dual 
system of State Banks in lelation to iiiral and non-niral credit 
The “South African Deserve Bank’’ established b}' the Currency 
and Banking Act of 1920, does not itself deal with rural credit 
But a “Ijand and Agricultural Bank’’ I’^^ceded the Deserve 
Bank, having been lirst established by the Union Paihament Act 
18 of 1912 In the year 1926, anothei Act (40 of 1926) W’as passed 
to extend the poweis of this Land Bank and to provide for the for- 
mation of a net woik of what are called “Agii cultural Loan 
Companies’’ and “Duial Credit Societies’’ This Act empowered 
the Central Boaid of the Land Bank to raise and use funds for 
effectivel) financing these agiicultnial loan companies luial credit 
societies and individual farmers Besides financing, the Central 
Board of the Land Bank lenders many other valuable sei vices to 
Dural Ciedit Oiganisations Foi instance. Section 33 of the Act 
says that the Cential Board of the Bank may lend to 
them the services of any of its officers or clerks and 
pay then salaries and allowances fiom the funds of 
thf“ Bank and that the Bank may authorize anv person approved 
by it to keep a warehouse or elevator, suitable foi the storage of 
giain 01 other agiicultural pioduce accepted by ruial societies as 
security foi loans advanced 

(6) United States of Amenta —In the United States of 
America, three distinct banlung s-\ stems, namely, the Federal 
Deserve Banking System, the Federal Farm Intermediate Credit 
Svstem and 'li3 Federal Faim Loan System, help agricultural 
credit The sections of the Fedeial Deseix’^e Act most impoitant 



RUBAL rilTANCEF^TJOYERNMBNT 


im 

to the farmers are those govemmg^ the eligibility of agricultural 
paper for rediscount Section 13 (a) of the Federal Eeserve Act 
provides, subject to regulations and limitations to he prescribed by 
the Federal Eeserve Board, foi the Federal Eeseive Banks 
discounting notes, drafts, and bills of exchange issued or drawn 
for agricultural purposes, or based upon live-stock, and having a 
maturity at the time of discount not exceedmg mne months, exclu- 
sive of da;ys of grace* 

The Federal Intermediate Credit System grants loans for 
periods not less than six months and not more than three years 
The Intermediate Credit Banks are Government Institutions 
Their establishment was made' mandatorv by an Act of the Con- 
gress and the Secretary of the Treasury was directed to subscribe 
to their capital stock in such amounts as called for by the diiectors 
•of the banks, not in excess of 5,000,000 dollars for each bank 
To secure additional funds, these banks are empowered to issue 
and sell debentures secured by agricultural and hvestock paper 

The loans of the Federal Farm Loan System range up to 40 
years Funds are raised by means of debentures The Govern- 
ment of the United States was authorised by the Congiess 
<1) to subscribe to the share capital of these banks, (2) to take up 
debentures issued by these banks, (3) to pay for organisa- 
tion expenses up to 100,000 dollars and (4) to make tem- 
porary deposits for the use of any land bank Further, the 
Federal Land banks are recognised as depositories of public money 
The debentures of these banks arc exempt from federal, state, 
municipal and local taxes, and are tiintee securities The Federal 
Eeserve System has also been authoiised to buy and sell farm loan 
bonds 

Fuither, under the Agiicultuial Maiketing Act ot 1929, 
Congiess has made available a sum of 500 million dollars for the 
•constitution of a revolving fund to be administered by the Farm 
Board and to be utilised for the grant of loans to co-operative 
associations engaged in the maiketing of agricultural commodities 
and food products thereof 

248 We have made recommendations in Chapters IX and X 
on the subject of the financial assistance that Goveinment should 
give to co-opeiative organisations, including land mortgage banks 
We have also indicated in Chapter IX the financial facilities that 
the E-feseive Bank should give to pioviuv^ial co-opeiative banks in 
connection with the financing of seasonal agricultural operations 
and the marketing of crops In paragraph 72, we have recognised 
that a substantial development of rural credit in India can only 
follow, and cannot usefully precede, the uplift of the cultivator in 
other directions and in Chapter IV we have advocated the adop- 
tion of a progressive and constructive agricultural policy by Gov- 
ernment We can only hope that as the needs of beneficent rural 
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credit are found do ^ow in IJiis country, the OoTermiaente will not 
be found faibng in their iduty to provide additional resourceB, if 
necessary, in order to mahe such credit available t-o the wi^t 
extent 
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BUEAI, Fn^ATSfCE — continued 
COMMEECIAL BANKS 

•249 V7e lia\e already remarked that the joint-stock banks play 
little direct partj and the Imperial Bank much less, in the supply 
of credit to the agriculturists These banks do not look upon agri- 
cultural finance as part of their general business Banks, however, 
do finance agriculture indirectly by financing mei chants who give 
advances to the small village dealers , and some banks lend direct 
on the pledge of produce and valuables and on mortgage This 
indiiect financing b}^ intermediaries is, howevei, costly, as a price 
not always reasonable has to be paid for it A few banks lend to 
landholders and to the more substantial cultivators 

250 The Bombay Committee have reported that the Impeiial 
Bank of India has lecently begun m the Bombay Presidency 
tr finance big landlords on personal security with sureties, 
01 on the security of produce oi of gold ^ The Managing 
Governoi of the Bank has stated in his evidence that the 
policy of the Bank sinc^e its inauguiation has been to encourage 
advances at reasonable interest against personal security with at 
least two good names supported, if possible, by the hypothecation 
of crops and also against the pledge of agricultural produce and 
gold This policy, he observed, has not been limited to big parties 
and has been extended to all, the only condition being that the 
borrower is a reliable party and the security suitable in the opinion 
of the Bank It is reported that considerable reluctance to pledge 
stocks w\as experienced due to a feeling that such a course 
entailed loss /of credit and standing by the borrower , this 
feeling is, however, being overcome and is less in evidence each' 
year The rate charged by the Imperial Bank on loans secured 
on gold ornaments is per cent in the Punjab The Managing 
Governor, however, admitted that the Imperial Bank is not 
organized to deal with the small cultivators and that in the majority 
of cases the assistance given is indirect, but he informed us that 
definite instructions had been issued to the Agents of the Imperial 
Bank in various parts of the agricultural districts that they 
should encourage the small man Advances on gold orna- 
ments for amounts as low as Es 100 are made by the Bank, 
but Sliver ornaments are not regarded as suitable security for 
advances In reply to a request for some comparative statement 
showing the figures of the Bank’s assistance to the agriculturists 
in recent years by direct and indirect advances, we were told that 


* Botn'baj, para 83 
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it was impossible to analyse tbe assistance given to the agriculturists 
m tins way with any degree of^accuracgj-j Tbe Punjab Committee 
have mentioned that the Imperial Bank has 34 outstations in the 
Punjab wheie advances against produce are negotiated and attempts 
are made through the godown-keepers at those places to establish 
contact with local dealers of agiicultural produce Demand drafts 
ansing from movement of inoduce are also purchased by the 
Bank’s branches The United Provinces Committee have given 
a detailed list of the items of indirect assistance gi'ven b) the 
Imperial Bank to agriculture They are (1) advances against 
produce to appioved commission agents and dealers at all places 
- where the Bank is established at rates varying from 7 to 7^ per 
cent based on the official bank rate, (2) financing the movement 
of produce from the mandis to the consuming centres, chiefly by 
the purchase of demand drafts representing the produce despatched 
from approved customers, (3) the financing of the movement of 
produce from the distributing centres to the exporting poits by pur- 
chase of drafts and telegraphic transfers draun on port tovins at 
low rates, (4) loans against gold ornaments at 7 per cent, winch 
are, howevei, not populai in the United ProMnces among the agri- 
culturists SVe undersiand that this desciiption of the activities 
of the Imperial Bank applies more or less to other paits of India 

251 Among smallei banks, we undei stand that m the Pimiab 
the Lyallpui Colony Bank wnth a working capital of Ps 6 lalchs does 
50 pel cent of its business wnth agricultvn ists and that the Pajwara 
Bank is experimenting in this duection In Buima, the Dawson’s 
Bank Ltd , is the only bank oiganwed on western lines which 
works as an agiicultuial bank It does not, however, lend foi 
indefinitely long peiiods, and of its advances amounting to nearly 
Ks 70 lakhs, 35 to 40 per cent are given as crop-loans The 
piincipal advances ate made to owmeis of considerable estates, some 
of whom have a paddy mill or cairy on a huge tiade m paddy 
In fact, the piincipal function of the Pangoon branch of this 
bank is the collection of deposits foi lending in luial aieas In 
the United Provinces theie is a small joint-stock bank in Meerut, 
which besides leceivmg deposits^ dealing in hnndis and generally 
caiaving on the ordinary business of a joint stock bank, specialises 
in financing agiicultuiists on the security of mortgage bonds 
This bank has advanced no less than Ps, 35,000 in a single village 
on land mortgages, though for ceitain reasons connected with 
recent tenancy legislation, the profit on such loans has, we are 
told, been so much reduced that the bank has suspended or greatly 
reduced this part of its business In the Central Piovinccs, tlie 
Berar Bank Ltd , with a paid up capital of Ps 68,200, is sard 
to be doing money-lending business diiect wnth agriculturists It 
advances loans on promissor}^ notes on the security offered About 

20 per cent of the bank’s clients are said to be agnculturists, 
and the maximum period of Joans to .agricultunsts is said to be 
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thiee jeais Its spheie of operation is, liowevei, limited by its 
■very limited lesoiiices In Bengal the chief business of ]Oint-stoc'c 
"banks at piesent is discounting ot hnndis, opening ot cash credits 
and gi anting of loans agaiiist vaiious kinds of secuiities mostly 
stock exchange shaies and, veij laielj*, stocks of agiicultuial 
pioduce In Bihai and Oiissa, the smallci jomt-stock banks aie 
leally loan offices, adiancing money to the piofessional and agri- 
cultural classes at high lates of inteiest fiom 12 to 18 per cent 
01 men ‘22 pei cent The biggei banks peiloim the usual functions 
of commeicial banks, financing tiadc and to a smaller extent 
iridustij In Madras ‘^ome ol the joint-stock banks give advances 
on gold, on luoduce and immovable piopeity and hundis and also 
on pionotcs with oi without joint secuiity The late of interest 
on ad^ances agaiii'^t jewellery b\ one bank is said to be 9 per 
cent and on joint loans 10 pei cent 

‘252 We have chewhere lecommended that comm*''icial land 
mortgage banks on ,i joint-slock basis might be established 
to advance loans to laigei cultivatois who can give adequate mort- 
gage security In regaid to the smallei cultivatois with small 
holdings and with unsound ideas of bon owing and use ol credit, 
we do not think that jomt-stock bank« can plav any consideiable 
or useful pait What the Indian lyot wants is contiolled ciedit 
and this can only be supplied bj' co-operativ’^e societies In one 
direction, liowevei, joint-stock banks can do some useful service 
If they would hbeiallj extend the sjstcm of advances against pre- 
cious metals including oinanicnts, the fairly well-to-do among the 
Indian cultivatois would be saved to come extent from the clutches 
of the mone^-lendei 

25.‘1 We ma/ heie mention that we have been mfoimed by one 
of the foioign banking cxpeits that even in western countiies, 
in spite of veiv developed bianch banking, sometimes the com- 
mcicial banking svetem becomes slower the nearer it comes to 
the agncultiiiist, and it stops cntireh at the oiitskiits of the agii- 
eultuial line In Gcimaiiv , for example, theie is piacticallv no 
blanch of the laigei banks m anv town with less than 10,000 in- 
habitants, winch shows that the business done b-^ the oanks with 
the miallei amiculln’i';! is imimjiortant , theie aie a great 
manv large agiicultuiist'-, and the<=e get credit from the commeicial 
bank but onl}" to a vei> small extent and ev'en then only when the 
ciedit lequiied is not a peimnnent one On the othei hand, as 
pointed out in paiagiaph 69, m some of the western countiies, 
<3speciallv l^mgland, a voiv large volume of luial credit is piovidetl 
by the commercial banks But as stated in that paiagiaph, there 
aie special leasors in India which stand in the wav of ordinary 
commeicial banks pLOViding anv substantial amount of rural credit 
Somo of the factors which affect the securirt- that the agiicul 
turist can offer against loans obtained by him have alieadv been 
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dealt with m chapters IX and X Certain other factors bearing 
on the same aspect of the problem are dealt with later on m 
chapter XIX 


Loan Offices — Bengal 

254 While in the other piovmces joint-stock commercial banks 
were started in the sixties and the seventies of the last century, 
the development in Bengal was initially along the hne of 
land mortgage banking The fiist loan office w^as founded in 
1865 and on the 31st Maich 1929 there w^eie 782 loan offices at 
work, out of which only 26 weie in Calcutta and the lest in the 
mofussil Their total working capital was about Bs 9 
Cl ores The paid-up capital is geneially small Out of 782. 
loan offices, only 13 have a paid-up capital of Bs 1,00,000 oi inoie 
The peicentage of leseive fund to paid-up capital is veiy low m 
the case of most of the loan offices of lecent oiigin No loan office 
has issued debentures , funds aie atti acted by deposits only The 
rates of interest for deposits vaij* from 4 per cent foi short deposit® 
to 8 pel cent foi 7 years’ deposits Usually the longest 
period foi which deposits aie received is 5 years The 
Bengal Committee lefer to some undesiiable featuies of 
new loan companies, such as touting foi deposits on which veiy 
high inteiest lates aie offered In some cases deposits have been 
accepted at 15 per cent We aie told that the authorities of a 
newly started loan office in Mymensingh weie anxious to have a 
deposit of Bs 10,000 at 24 per cent iiei annum 

255 The mn n business of the majority of the loan offices is to 
lend money not only to zcmmdars, but also to actual cultivators 
They raiely finance trade oi industry A few finance tea gardens 
Loans are given not only against mortgage and pledge of ornaments 
but also against personal secuiitv The older companies charge- 
rates of interest varying from 12 to 18 pei cent in the case of 
secured loans, on unsecuxed loans, the rate is higher The 
rates of interest of the newer companies for secured advances vary 
from 12 to 56J per cent and for unsecured advances from 12 to 
112 per cent The greater pioportion of loans is advanced against 
personal security There have been cases in which the same per- 
son has borrowed from three neighbouring offices against personal 
security 

256 Tliere is a nide-spiead misghmg as to the likelihood of 
their tailnie nndei piesent conditions of general trade depression as 
they have no leseiwe fund worth the name 17 mofussil loan offices 
went into liquidation during the jreriod 1914-1928 There are too 
many small offices and their rapid growth needs regulation The 
Bengal Committee hold that the true remedy in the case of existing 
institutions is amalgamation, but that it is difficult to suggest any 
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practical means of compelling tlie olficeb to amalgamate They, 
however, recommend that — 

(a) Foi new offices a mimmnm subscribed capital of 
Es 50,000 and a minimum paid-up capital ot 
Es 25,000 foi small banks and loan offices should be 
presciibed 

(5) For the existing offices having a lower jiaid-up capital 
there should be legislation on the lines of section 4 
of the Indian Life Assurance Companies Act requiring 
a deposit qf secuiities with Government of an amount 
by wIikIi then paid-up capital falls short ot 
Es 25,000 

(c) No bank oi loan company should be legisteied in future 

with authoiised capital exceeding foui times its sub- 
sciibed capital 

(d) No loan office should in futuie make advances against 

its own shales, which is now' the geneial piactice 
among loan offices 

(e) At least 25 per cent of the profits should be taken to the 

reserve lund until it equals the paid up share capital 

" (/) For investing then reseire funds, loan offices in the 

mofussil should be allowed to open post office savings 
bank accounts aud should nave the same facilities as 
regards withdrawals as the co-opeiative societies 
The maximum bolding of postal cash certificates m 
the case of the mofussil loan offices should be raised 
to Es 20,000, but no change should be made wnth 
regard to the accrual of interest on such certificates 

{g) The existing banks should be required to draw' up sepa- 
rate balance sheets and profit and loss accounts for 
'' banking and subsidiary businesses The memoranda 
of association of new' companies should be closelv 
sciutinued and registration refused with a view to 
preventing the evil of combination of business with 
banking On the other hand, all such institutions 
should be regarded as banks entitling them to all the 
privileges of banks 

(h) The balance sheet should give more details than at pre- 

sent Window'- dressing should be prevented as much 
as possible by prescribing a fixed date for the closing 
of all books 

(i) A special Act embodying the above-mentioned niovi'^ions 

and aiming the Eegistiar of Joint-Stock Companies 
with wider powers of enforcing the regulations " is 
necessary 

N 2 
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We ?eiee "t-neialh with the abo've lecommendations sub- 
ject to certain minoi modifications We do not think it is adM- 
Sctble to allow a loan oftice to have an authorized capital up to foui 
times its subscribed capital In oui opinion, the subsciibed capital 
must amount to at least one half of the authorized capital before 
the loan office is allowed to commence its business We consider 
that the minimum of 25 pei cent for allocation to the leseite Inrd 
is rathei high and 'uoiild lecommend that at least ten per cent ot 
the net profits foi the year should be taken to the reserve fund 
We also lecommend that not moie than 10 pei cent dividend shall 
be payable unless 23 per cent of the net profits for the weai is 
cairied to the fund We weie inclined to suggest that the re- 
commendations in the two preceding sentences should have effect 
until a leserve fund is built up equal to the paid-up shaie capital ; 
but in view of the comparative smallness of the capital of the 
loan offices and the iaige amounts they obtain as deposits, we 
think it salutaiy to lecommend that in the interests of the deposi- 
tois the compulsoi}’ allocation of 10 pei cent of the net profits to 
the lesene fund mav well be continued peimanently We consi- 
dei that any suiplus of leseives left after investing m post office 
savings banks and postal cash ceitificates 'should be mvested in 
trustee secuiities The difficulties legarding the puichase and 
sale of such securities which have been referred to in the Bengal 
Committee’s report may be got o\ei by utilization of the Imperial 
Bank of India w Inch gn es fiee transfer facilities in connection with 
such puichases and sales 

258 xV-. legaid'- the Bengal Committee’s recommendation that 
a special Act should be passed to regulate the operation of loan 
offices, we have elsewhere lecommended that all joint-stock banks 
should be goieined bv a special Bank Act Such of the loan 
offices as aie well established aie leally caiiying on ]omt-stonk 
banking and should automaticall-^ come under the provisions of that 
Act As legaids the otheis, we agiee that the necessity for a 
separate Act has been made out and we recommend the enactment 
of a meas rc to be called “the Bengal Loan Offices’ Act’’ on the 
lines suggested above A peiiod of five years should be allowed 
to enable existing institutions to take steps to comply with the 
provisions of eithei the special Bank Act oi the new Loan Offices 
Act In both cases, the institutions should be piohibited from 
combining trading with then banking business The loan offices 
governed by the Loan Offices Act should also be prohibited fiom 
dealing m real piopeities other than those that come into their 
hands in the couise of then business It should further be clearly- 
provided in that Act that no auditor should be eligible for appoint- 
ment to audit the accounts of loan offices if he is eithei directly 
or indirectly interested in the management of any loan office or 
IS interested in any concern indebted to the loan office 

25y In maEiug these lecommendations, we have been guided by 
the principle that the banking developmem of the country should 
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pioceed on the basis of existing institutions as much as possible 
We are convinced that the loan offices in Bengal are peculiarly 
adapted to meet the requiiements of the small zemindars and the 
land-holding and agricultural classes in that piovmce To ensure 
the re -01 ganization and development of these institutions on sound 
lines, we also think it necessaiy that a special officei should be 
appointed by the Bengal Government _foi the first few yeais at 
least of the working of the Loan Offices Act, whose duty should 
be to supervise and to give sympathetic guidance to them 

260 One ot oui colleagues, Mr N R Saikei, has submitted 
a note in connection with the position to be occupied by the loan 
offices hereaftei in the Indian banking sphere, which is printed 
as an annexuie to this chapter We lecommend that the Gov- 
ernment of Bengal and the Piovmcial Legislatuie should examine 
Mr Saiker’s note fully with a view to devise a scheme to render 
to the loan office*^ such assistance as may help them to improve 
then present position and bring them into line with the other 
sound and well organized membeis of the banking system We aie 
of opinion that any steps that can feasibly be devised to increase 
the utility of these institutions with a new to extending their 
operations in the field of commeicial banking deseive the fullest 
suppoit of the provincial Government 

Nidhis and Chit Funds in Madras 

261 Theie neie 228 Nulhis m the Madias Presidency on the 
33 'it March 1929, specially in the Southern and West Coast 
districts, of which 123 weie in Coimbatore district alone 
The objects ot these Nidhis are described as the facili- 
tation of savings, the relief of membeis from old debts, dehveiance 
from usury and accumulation of a fund foi special loans and for 
A'aiious other purposes, e g , ceiemonials, maintenance, purcha^ie 
of jewels, house-building-' These loans are given on good secunty 
to membeis but in some cases, if there is a suiplus, loans are also 
given to outsiders The receipt of deposits is not usually a primary 
object, the funds being raised chiefly by snbsciiptions to share 
capital 

"Jlie characteristic of a large nuinhei of Nidhis is that of a 
teiminatiiig societj^ of membeis who contribute monthly an amount 
which IS available for loans to members But this characteristic 
has now largely disappeared In some Nidhis monthly subscrip- 
tions to share capital has been replaced by a recurring deposit 
and a fixed small share capital which may or may not be with- 
drawn 

The lending i cites of the Nidhis are generally low But they 
lew high penal rates payable on overdue amounts and much of 
the profits arise from this source of income The newei type of 
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Nidhis \^huh Lie (le^ eloped speciall3f_m the Cdimbatoie area, 
chaige higliei rates on then loans and the lates of 12 to 15 pei 
cent aie not unusual among them 

The shaie capital 6f these Nidhis is about Es 2^- ciores 
Then deposits and leseive funds amount to another 1] crores 
Thus all the Nidlus handle about Es 4 croies 

All these Nnlhib are legisteied undei the Indian Companies Act 
Some of them are now carrying on the business of banking and are 
indistinguishable in most respects from an ordinary small joint- 
stock bank 

The ai tides of association of these Nidhis aie in conflict with 
the provisions of the Indian Companies Act m respect of the with- 
diawabihty of the share capital The Madias High Court have 
held that the liability of then members continues even after the 
withdrawal of shaie capital, because shaie capital cannot be 'with- 
drawn under the Indian Companies Act without the consent of the 
Court The Madias Committee say that many of the Ntdhis are 
excellently conducted, while some are open to very serious criticism 

Theie is a great deal of variety in the constitution and worlong 
of these Nidhis They paitake of the nature of mutual benefit 
societies and joint-stock banks and sometimes of the Chit funds 
(vide para 263) which are meie loose associations of a small num- 
ber of people 

262 The mam questions that arise for oui consideiation are — 

(a) Should Xidhis be allowed to take withdrawable share 

capital^ 

(b) Should the members of these institutions be permitted 
\ to borrow on then share capital ^ 

(c) If the Nidhis are allowed to obtain working capital in 

the form of share capital paid up m a number of 
small instalments, should members be compelled 
to jiav a certain peicentage on allotment of shares^ 

(d) Should the liability of the member be limited to the 

amount of the share money actually paid oi in 
ariear m respect of the shares, or should his liability 
cease with the withdrawal of the shaie capital^ 

(e) Should they be allowed to open cuiient accounts and 

permit their members and non-members to operate 
upon them? 

263 The Chit funds ha\e arisen fiom two legitimate demands 
in villages under conditions of defective credit arrangements, 
namely, 

(1) the necessity for a lump sum to meet “some unusual” 

expenditure, and 

(2) provision of a form of saving 
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Foi the dilTeient type& of Chit funds we invite a reteience to 
paragiaph 482 of the Madias Committee’s Report 

While theie aie many piopeily lun funds we aie told that 
the system is open to abuse and is actually abused in a great 
numbei of cases The Madias Committee consider that effective 
contiol will probably result m a number of the Chit funds suspend 
ing then business Tliey recommend that the control should take 
the form of legistiation which should be optional and that without 
a certificate of registration no civil court should entertain any suit 
on behalf of any Chit or a member of it 

264 We have caiefull} considered the lecommendationa of the 
Madras Committee and we have also examined the model rules 
of the English Building Societies on which the Nidhis are largely 
built Our recommendations which follow in the mam the 
practice of the English Building Societies are as follows — 

(1) I'Le A’ldlnt, and Chit funds in Madias should be con- 

trolled by a special Act of the Madias Legislature 
called the “Nidhis and Chit Funds Act” , 

(2) Siuh of the Ktdlm as have evolved themselves into full 

fledged banks should come under the general Indian 
Bank Act if they so desire , 

(3) ITie idea of the Nidhts transforming themselves into 

co-opeiativi'. societies and coming under the Co- 
operative Societies Act is not favoured , 

(4) But if I\ulhis do not register themselves eithei under 

the Bank Act or the Madras Ntdhts and Chit Funds 
Act and prefer to register themselves under the 
Indian Companies Act, they should fully comply with 
the piovisions of that Act in regard to the with- 
drawability of share capital and other matters in 
respect of \which their present practice is not in strict 
conformity with the provisions of that Act 

261 As legal ds the detailed provisions of the proposed Madras 
Act, we are of opinion that the Nidhis may be allowed to retain 
their characteristic features in the piovisions of the legislation re- 
commended above, especially m regard to the following points — 

<i) Nidhis should be permitted to take withdrawable share 
capital and to lend on their share capital as at pre- 
sent In such cases Nidhis should not be allowed 
to take deposits or loans from outsiders 

(ii) Nidhis si ould not be permitted to trade 

<iii) They may be allowed to obtain working capital in the 
form cl share capital paid-up in a number of small 
instalments and their members need not be compelled 
to pay a certain percentage on allotment of shares 
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(iv) Tile liabilitj- of the members should be limited to the 

amount of sbaie money actually paid or m ariear in 
lespect of bhaies and should cease with the withdrawal 
of share capital 

(v) N'ldhis may be allowed to open current accounts for 

members on condition that they maintain adequate 
reseives foi payments on demand 

(vi) Adequate piovision should be made in the Act foi the 

piopei audit and publication of balance sheets of 
Ahd/us 

We also lecommend that piomoteis of Chit funds should be licensed 
and the piovincial Government should considei whether a property 
qualification should not be piesciibed for the giant of such licences 
Each Chit fund must be separately registered in acooidance Mith 
tlie lilies to be made under this iie\^ Acr 
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Als^NEXURE 

Note by Mr N R Sarher on Loan Offices in Bengal 

1 The loan offices, winch aie small joint-stock companies, are- 
deeply looted in the economic life of Bengal, and any pictuie of 
the present banking organisation of the piovince would be n com-^ 
plete, and any scheme for the future deAelopment defective, with- 
out a piopei understanding of the impoitant role which these loam 
offices play in the econom}' of Bengal Thev have atti acted the- 
savings of a laige piopoition of the middle class population, and" 
such banking facilities as are available in the ruial aieas aie laigely 
due to them 

2 It IS mj^ opinion that these loan offices seive a useful pui- 
pose even as at present, by cateimg chiefly lo the vaiious needs 
of tlffi middle class salaiied people, and also of the agiiculturists,, 
and I think that thej^ could be made still moie useful if them 
operations w'eie to be extended to tiade and maustiy as w'elL 
Then methods doubtless requiie lo be o\ei hauled and biought into, 
line with modem banking piincipie-> to a gieatei extent than at 
present, so that they might adapt themselves to new lines of busi- 
ness aiising out of the needs of iccal hade, industry and agiicul- 
tuie Then services might also be utilized in fosteiing banking- 
habits in the people, thereby in (aim, facilitating the establish- 
ment oi vaiious institutions designed to seive the special needs of 
different sections of the people 

3 The time has come when the loan offices should adjust 
themselves to the new conditions and growing lerjuuements ot the- 
province They should endeavoui, wheievei possible, to assume 
more and moie the ehaiactei of commercial banking institutions 
and take upon themselves mainly, if i>ot exclusively, the task of 
financing the movements of internal hade Some of them might 
well continue then piesent activities, such as lending to the agri- 
culturists and the zemindais on the mortgage of land, but they 
will have to modify many of then methods, such as, for instance, 
lending foi long periods out of shoit-term deposits Again, some 
of them may w^ell be expected to catei still moie to the needs of 
the middle class and salaried people by undertaking functions-- 
analogous to those of the Building and Priendly Societies in- 
Europe and Ameiica 

4 A study of the vaiious ciedit needs of the people of the pro- 
vince impresses one with the desirability for development of the 
loan offices along these lines The economic activities of the 
people, wdiether in the fields of trade, industry, oi agriculture, call 
urgently for the support of adequate financial facilities They 
demand special measures for the initiation of separate t 5 'pes of- 
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credit agencies suited to the requirement of each das'; There is 
need for credit institutions to a^=Jist t* o diverge economic develop- 
ments , there is need for Agiicultuial and Land Mortgage Banks 
to help the agncultural class and encourage production from the 
land, there is need for Indii-itrial Baid'- to as'^ist in the foundation 
and grov th of small Indian industries and there js need for com- 
mercial banks to finance adequate^ <he inoierrent of goods Bur- 
ther there is need for credit mst tutions v.hich ^^lll cater to the 
coii'^umptive needs, as opposed to ihe productiie needs, of the 
people, theiebv relieving their dependence on u=;urion‘- money- 
lenders All the-e requirements may be met efiectualK by a suit- 
able reorganisation of the loan offices into specialised groups 
■determined by the credit requirements of their clients the condi- 
tion of then investments and the extent of ttu5ine=s availaule to 
them 

5 The immediate problem for solid. on however is how the 
present position of the loan offices may be strengthened and im- 
proved For this purpose it is necessaiv to in\estigate the rea=ons 
underhung their difficulties As a rule, the loan offices except 
the very recent ones, conduct Then activities with a reasonable 
degree of caution, maintaining a due proportion of capital and re- 
serve in comparison to their total deposits but, owing to certain 
local conditions, their loans ha\e to be made mainly to middle 
class people and agncultunsts, ail of whom oic directly dependent 
on agricultural prosperity for the liquidation of their indebtedness 
Consequently during the general depression of the last two lears, 
■the position of the loan offices has become somewhat difficult, 
since many of them ha% e mvested a la’^ge proportion of their funds 
-on the security of landed properties, mostly agricultural Even 
where good personal security has been a\ailable, it has been found 
difficult to realise loan owung to the economic condition of the 
borrower being impaned by dependence on agricultural income 

6 The older institutions numbeiing .ibout 40i' which together 

command a working fund of approxirmtely Bis 7 crores, out of an 
estimated total of Ks croies for all ihe loan offices, follow, as a 
rule, an extremely cautious policy m m\estment It is true that 
investments are not liquid but bad in'cstments ha-' e been few' 
The in\estments, however, of even those older institutions have 
now become more or less “frozen” for the reasons stated above, 
and IS stiongh felt that anv measnie dcwised to thaw the frozen 
assets of the loan offices would not onlv enable the loan offices 
to meet the demands of depositois but it would also gne a ^rreat 
impetus to the de\eIopment of commercial banking in rural Bengal 
by giving the loan offices an opnortunih of le-organisin'T {h'^ir 
working methods on sounder pnnnples ^ 

7 These considerations suggest the need for a financing corpo- 
ration, as a sort of “apex” institution It would enable them to 
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conveit then “frozen ’ assets into cash foi mvestment gradually 
in nioie liquid foims of industiial and commercial secniities, and 
it would greatly facilitate the desned re-organisation of the pro- 
vincial banking system by inducing the giadual tiansfoimation of 
these loan offices into nuclei of a commeicial banking system, of 
the uigency of which I am convinced In endeavouiing to esti- 
mate the total amount of funds that would be lequiied to lendei 
this seivice, we should lemembei that ic is not necessary noi desir- 
able that all the loan offices should give up' then land mortgage 
business m favoiii of commeicial banking, and consequently, m 
such cases, no assistance would be needed In other instances, 
again, the loan offices w^ould themselves be able to leahze, in a 
reasonable time, a fan pioportion of then outstanding loans 
Theiefoie, the total relief required fiota the proposed finance cor- 
poration may be estimated at Es 2 croies, as against the total 
invested funds of these loan offices estimated at about Es 7 ciores 
Even this amount would not be necessary all at once and the pro- 
gramme of relief may be spread over a period of four or five years, 
at about forty to fifty lakhs per annum 

8 The financing corporation may be floated with an initial 
paid-up capital of, say, Es 5 lakhs conuiibuted mainly by the loan 
offices themselves In addition, debentures of twenty times the 
amount oi capital may be issued on the security of the loan 
offices This initial capital may gradually be augmented by a 
contribution of 5 per cent of the amount paid to the loan offices 
from the debenture issues, while again tne enhancement of capital 
by this device may be made the basis ot iurthei debentuie issues 
The share capital and reserve funds of the chief loan offices of 
Elasseo I to IV (as described in paiagraph 433 of the Eeport of 
the ProMncial Committee) is ]ust over Es 1 cioie and these can 
easily subscribe 5 per cent of this amount without much difficulty 
The cash in hand and with banks belonging to these classes is also 
about Es 1 cioie E\en if there be any difficulty in then sub- 
scribing the mitral capital of the corporation in full, then influence 
over then clients and the high degree of popular confidence enjoyed 
by them w'ould enable these loan offices to induce private investors 
to take up the unsulisciibed portion of the shaies in a little time 

9 It w^oiild be the duty of the corporation to sciutinise care- 
fully the assets of the loan offices applying to it for advances, 
and of course it should lend only to those whose assets prove entire- 
ly to its satisfaction It may lend to the loan offices on the security 
of then general assets, or take over specific assets and pay to the 
loan offices part of the amount lent by the latter against such 
assets and issue debentures on either of them In the former 
case, the activities of the loan offices might be prejudiced by the 
fact that the would-be depositors may feel reluctant to entrust 
their money to a hank whoso entire assets are under a first; charge, 
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but in any case, there would be good security for those investing 
in the debentures of the Corpoiation To make the debentures 
attractive, the inteiest may be as high as 7 or 7^ pei cent The 
Insuiance companies, the exchange banks and successful Indian 
]Oint-stock banks can be made to inteiest themselves in the issues 
in The -^ame ■'vay as in indnstiial ur agncultinal debentiues hut 
withm leasonable limits, and it shoidd not be diTcult *^o get the 
debentiues taken up 

10 Assuming that the pioposed late of 7A pei cent inteiest for 
the debentiues of the coiporation is accepted, as the late of in- 
teiest geneiall} chaiged on seemed loan made by the loan offices 
IS between 12 and 18 pei cent (para 439 of the Piovincial Com- 
mittee’s Kepoit), this would gi\e ample margin foi working 
expenses and dec'aiing a suitable dividend to shaieholdeis It 
ni.i} even contiibute towards reduction of inteiest lates on loans 
at the time of lenew'als 

11 Some as‘5istance from the Goceinment will be necessary 
to ensuie the success of the financing coipoiation They wall 
have to take the initiative in starting the institution and hold a 
piehminari enquiiv to satisfv themsehes that the debentiues pro- 
posed to be issued by the corporation aie adequatelv seemed 
The Goveinment mav a'so lendei direct financial help by them*- 
selves puichasing certain blocks of debentiues and they may also 
undeitake the supei vision of the working of the coipoiation td 
keep wuthin* sound and safe hues This would natiuallv inciease 
the confidence of the geneial public in the i>ioposed institution 

32 One de%elopinent that mav be texpected is that the financial 
coipoiation would be in a position to influence loan offices to- 
re-adjust oi le-organise then affaiis, oi effect amalgamations' 
Thereby, they could be led to develop into commercial banking 
institutions adhering stiicth^ to canons of sound banking practice 
The establishment of warehouses and the adojition of other devices 
calculated to develop a bill market as recommended by the Com- 
mittee W'ould help gieatly in the process ' 

13 The loan offices would act as agents of the coipoiation 
for collecting inteiest and instalments of the loans on the security 
of which the debentuies would be issued They may also be 
7ised foi popiilaiising industrial and land mortgage debentures; 
in fart, it oui proposals regarding the financing ot agiiculture 
and industij' work out successfulh , the loan offices could be 
made, so far as Bengal is concerned, to fulfil further a very usefuT 
function The facilities proposed to be provided through th6 
corporation would, with the development of fresh lines of invest- 
ment, enable a large number of loan offices to find an expanding 
field for their activities in short term finance 
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14 I do not oA'^eilook the fact that, in the initial stages at 
least, .the loan offices may have some difficuky in financing tiade 
nnd mdustj-j owing to lack of expeiience Such a contingency is 
inevitable in the initial stages of any enteipiise but much of the 
difficulty may be obviated by the careful study of lecogmsed 
methods of commeicial banking, bj^ the appointment of a special 
officei to act as advisoi, and by consultation and confeience among 
the loan offices themselves Fresh avenues will have to be 
exploied for the employment of the funds of the loan offices 
iiifieasingly in the financing of trade, and progress in this diiec- 
tion would be acceleiated by the coiporation having a special 
depaitment foi the encouiagement of such activities 

15 The management of the loan offices lies at piesent in the 
hands of directors who are mostly lawyers However competent 
the present directors ina^y be in their own profession, they gene- 
rally lack commercial and hanking experience If, therefore, the 
loan offices are to develop on commercial lines, it is highly desir- 
able that theu management should be associated also with traders, 
merchants and aiatdars whose interests these banks should more 
and more tend to serve This is necessary, also because such 
businesslike men at the head would be able to inspire confidence 
among the general public and would also tend to attract invest- 
ments suitable for commercial banking ■ 

16 sit is probable that some of the loan offices would prefer 
to continue rheir preserd system of long-term investments in land 
Though we have proposed elsewdieie the formation of special land 
mortgage banks, with initial support from the Government, there 
can certainly be no objection to private joint-stock banks also 
undertaking simi'ai activities But, the experience of the exist- 
ing loan offices definitely points to the inadvisibihty of utilis- 
ing short term deposits for these purposes It should, therefore, 
bo clearly laid down that those of the loan offices wdiich may 
deade to adopt a policy of long-term ci edits should have a corie- 
snonding volume of long-term deposits from their clients If 
necessary, they should supplement their own funds — ^paid-up 
•capital and reserves — by the issue of long-term debentures 

17 In this connection, it is also necessary to consider the 
feasibility of linking these loan offices to the provincial joint- 
stock land mortgage bank which I have advocated and which 
the committee has accepted By this method, such loan offices 
as may lack sufficient funds, and also have not raised the neces- 
r?jy fund by then own debentures, w^ould be enabled to find the 
lunds for both their old and new requirements The financing 
•corporation recommended here may be amalgamated with the joint 
■stock land-mortgage bank proposed for the big landowmeis and 
other= if and wdien found necessary 

18 We have yet to consider a further category Rome of the 
smaller loan offices that may not be able as separate units to 
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coElorm to the conditions of the proposed Loan Offices Act, naay 
\ct be fit to combine into larger units, thenceloiwaid developing 
on the lines of commercial banks as visualised in the previous 
paragiaphs But, I am suie that there will still be a demand for 
facilities tor wage eaineis, salaiied men and middle class xieople, 
lor purposes tor which it is not possible for the lattei to approach 
the commeicial banks and wdiich make it necessary for them to- 
lesoit to inonej -lenders I suggest that manj of these loan 
offices might develop along new lines, and w’ould do w^ell to follow 
the lead ol the Biiendly Societies and Building Societies of 
Lngiand, America and the Biitisli Dominions, a short description 
ot which may be useful 

19 The Building Societies in the countries mentioned, peiform 
a very useful social lunction in that while encouraging the move- 
ment foi thiift among the middle cl.iss population, tliev help the 
latter in building, ^niit.haMng and icdeeining houses The extent 
cl the benefit winch these ■societies confer on the coinmunit}' can 
be best lealised fiom then populaiit} In 1928, theie weie m 
the United States about 13 thousand such societies with a member- 
ship of 12 millions and assets of 8,000 million dollais, while in 
1929, in England inoie than one thousand societies with members 
numbeimg f bout a million and a half had about £300 million as 
assets The eailiei building societies weie usually foxraed on 
co-opeiatne piiuciples, but latei on the ouhnar^ joint stock form of 
oigamsation has gained in populaiitt The loan offices of Bengal, 
have so long been caii\ing on functions somewhat similai to those 
of the Building Societies of the West, and they will veiy easily 
he able to confoiin to such law's and legulations as may heieafter 
have to be foimed foi the piupo^-e 
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KUEAL PINANCE— contd 

Marketing \nd movement of crops. 

General Conditions. 

266 The fact that India itself is the mam maiket foi her agri- 
cuitmal produce makes the maiketmg problem a very important 
lactoi m iiiral finance Fiom the Piovincial Committees’ reports, 
it may be computed that the value of total agricultural produce 
of British India amounts loughl}' to Its 1,200 or Es 1,300 
cioies The pre-nar figure foi 1913-14 is given as Es 1,100 cioies 
roughly by Wadia and Joshi (vide WeaHh of India, page 98) 
Out of It the ^alue of the pioduce exported out of India amounts 
loughlv to Es 200 ciores, if coffee, tea, \egetables and fruits 
me included m agricultural pioduce (figures are taken fiom Trade 
Eeview fiom 1928-29) Tins piopoition, honevei, between internal 
consumption and export appears to be loner than that given in 
the statement submitted by the Indian delegates to the World 
EcoPumic Conference of 1927 According to this statement, 

India’s “total expoits repiesent onE 1/llth of hei total pro- 
duction’’ {vide page 63 of the Eepoit of the Conference) Nof- 
withstandiii" this dependcnc-e of tlie Indian pioclucei almost 
entirely on the internal maiket, rve find — and oui finding has the 
support of the Piovincial Committees and othei authorities — that 
there is no “ordeilv m.uketnig’’ m India and that the Indian 
pioducei markets Ins pioduce under rei\ disadrantageous condi- 
tions The Eoral Commission on Agncultuie winch lecently in- 
vestigated the matter sa^ at pages 388 and 389 of then report — ■ 

“Eiom all pioMirces we received complaints of the dis- 
abilities under winch the cultivator labours rn selling 
Ins pioduce in markets as at present organized It 
Avas stated that scales, weights and measures were 
manipulated against him, a practice which is often 
lencleied easier bv the absence of standardised weights 
and measures and of any system of regular inspec- 
tion Deductions which fall entnely on him but 
against which he has no effective means of protest 
are made in most markets foi religious and charitable 
pin poses and for other obiects Eaige “samples” 
of Ins pioduce are taken for which he is not paid 
even when no sale is effected Bargains between 
the agent who acts for him and the one who nego- 
tiates for the purchaser are made secretlv under a 
i 207 ) 
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cloth anci he lemains in ignoiance of what is happen- 
ing The bioker whom he is, compelled to employ 
in the laigex maikets is moie inclined to favoui the 
puichasei with whom he is biought into daity contact 
than the sellei whom he onlj sees veiy occasionally 

The disabilities described m the preceding para- 
graphs can onl} be removed bt tire establishment of 
properly regulated maikets and we hold that the 
establishment of such markets would confer an im- 
mense boon on the cultnating classes of India” 

To the above catalogue may be added another disability, , 
>hat even after prices are settled, at the time of weighment the 
^iice IS still further cut donii by refusal to take delivery on the 
ground that the quality is inleiioi The Madras Committee refer 
to the complaint that the bulk of tobacco grown in certain districts 
an Madias is bought by one firm for its o^\n use, and that the 
ryots are said to be sulleiing from ^allous disabilities such as 
vi'aiting inter minabl} at the place where the tobacco is inspected 
and purchased, and being ollered in the end puces not always 
■reasonable Dr Thomas in a dissenting minute has said that 
the attempts of the Committee at getting infoimation from 
the Tobacco Company proved lutile 

267 The coi-ditions of external marketing of India’s agncul- 
xuial produce are not less disquieting Several witnesses hare stated 
before us that the reputation of Indian agricultural produce is 
vei-j low Dr D Clouston, who rras deputed hr the Imperial 
'Council of Agricultural Keseaich to the British Industrial Pair, 
'recently reported his impressions to the Council In his report 
■dated the 25th iMarch, 19.30, he states — 

‘‘The reputation of Indian agiicultuial products m the 
\r 01 Id’s markets is low The price paid by consumers 
in Europe for these products is based ren largely 
on that reputation and this reacts unfarouiabh upon 
the price lecened by these cultivators ^^ho have 
improved the quality of then produce ” 

Dr Clouston proceeds to point out that India’s high grade 
-products are not sufi&cienth ad\eitised and that therefore some of 
the firms m European maikets hold that India cannot produce 
high grade wheat and other products He also gives faigts and 
hguies to disprove this faEe notion and pleads for better "organi- 
sation The result is that the efforts made in Indio to improve 
ihe quality of agiicultuial produce bv the introduction of iinpioved 
methods and improved strains of seed bear no fruit, as the producer 
■of purer and better qualities does not get a better puce in the 
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markets The Eoyal CornmissioU on Agiiculture have stated the 
position m these woids at jiage 398 of their report — 

“Tiie incentive to glow the improved varieties introduced 
by the agricultural departments is pro tanto dimmished 
if the cultivator fails to obtain the full premium 
justified by their supeiiority over those ordinarily 
giown Again, he has little incentive to market his 
pi ounce in the best possible condition unless that 
condition is recognised in the price he gets for it *’ 

268 The foreign bankmg experts have pointed out* the 
intimate relation tnat exists between the export maii.et and the 
home market and have suggested that if steps are not taken to 
organize India’s exports in such a way as to meet the modem re- 
quiiements of woild trade, there will be an inevitable leaction on 
the internal market to the gieat detriment of the cultivatoi We^ 
are told that in otlier countries the banks engaged in the financing 
of the export trade rei'idei invaluable assistance by supplying their 

, customeis with information legaiding the foreign maikets and 
of the prevailing puces and that the existing institutions which 
finance the foieign tiade of India which aie almost entirely non- 
Indian have not taken any steps in* this direction Purthei even 
in articles like tea, coffee, and iice, m which India has a large 
export trade, we understand that theic are no brands by which the 
Indian ai tides are known in the foieign maikets The defects 
due to \\ant of standardization and organization are obvious 

269 These statements about the disabilities of the Indian pro- 
ducer in marketing his produce are more or less home out by the 
several Provincial Committees’ reports A few extracts vill suffice 
to illustrate the position 


Bengal 

The Bengal Committee have observed as follows m regard to 
lack of standards of quality — 

“By far the gieatest difficulty in markeling lies in Ihe 
absence of definite standards of quality which often 
disorganises the jute market in Calcutta entailing 
enormous losses on the Indian meichants who import 
jute fiom the mofussii centres Jute is generally 
classified into five grades oi standards known as Nos 
1 2, 8, 4. and rejections But the specifications with 
regard to length, gloss, colour and strength appertain- 
ing to each giade are made to var^^ from year to year 
and sometimes even in conise of one single season 


* Appendix I, Enclosure XIV 

0 
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This variation in the specifications is stated to be 
brought? about in older to depress the puces Some- 
times the prices aie brought down by another means 
without altering the specifications When the season 
for ]ute opens the mills or lather their purchasers 
start buying operations on certain agreed specifica- 
tions as to the standards of the dilTerent grades, 
but after the season advances a little, purchases of 
the top grades are suspended by a concerted action, 
with the result that later m the season the quality 
of ]ute which could have been tendered according to 
the agreed specification against a higher grade has 
in fact to be tendered against lower grades, for it 
could not be sold otherwise Several witnesses have 
estimated the loss of the growers resulting from this 
variation of grade specifications, as amounting to 
several crores of rupees The loss which arises from 
such manipulation of standards falls no doubt on 
the Indian jute dealers m Calcutta in the first ins- 
tance, but we think that it is partially shifted over 
to the cultivatois as well ” 

They therefore pioceed to recommend “that the standards 
should be made definite by some special legislation on the lines 
of the Ameiican Cotton Standard Act, and that an\ difference 
arising between the buveis and selleis should he settled by a 
Statutory Arbitration Board, including lepiesentatives of both the 
parties ’’ The niattei is dealt with in paiagiaph 287 of oui Kepoit 


Bombay 

The Bombay Committee point out that some of the practices 
in unorganized markets such as fixing prices secielly and i eduction 
of puces on the ground of alleged infeiioi quaht-^ , act to the 
detriment of the agiicultuiist The Committee also lefei to the 
diversity of measuieraents ^Aduch makes it impossible foi a culti- 
vatoi 01 merchant to know Avhethei he is getting the same puce 
as is paid to cultivators and merchants el‘?ew'heie 


The Punjab 

The Punjab Committee lepoit that the ordinal}' market is 
dominated by the tiadei , and the cultivator has no voice in the 
control of market arrangements, no say in the fixing of market dues, 
no representation on market pancliayats and little oi no means 
of ascertaining outside prices In both villages and maikets the 
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cultivator is defrauded by the use of inaccurate weights and scales 
As an instance, it is stated that 42^ seers of cotton are taken to 
be equivalent to a maund The Provincial Committee also 
examined 1407 scales and 5907 weights and found that out of these 
69 per cent of scales and 29 per cent of weights were incorrect 

United Provinces 

The Umted Provinces Committee enumerate the following 
defects in marketing the use of a variety of local weights and 
measures, false weighment, the levy of a number of incidental 
charges and imposts, the absence of grading and secret settlement 
of prices. In paragraph 261 of their report they refer to the 
practice in a novel form of the well-known evils of cornering and 
dumping, they say that there is some evidence to sho\V that 
exporting films are occasionally guilty of dumping agricultural 
produce to facilitate purchase at lower prices 

270 More than one Provincial Committee have adverted to the 
' fact that the agricultural pioduce is forced on the market at 
certain peiiods in such a way that the farmeis fail to obtain the 
best price There seems to be little doubt that financial 
pressure — the need of ready money to meet lent, le^enoe and 
other seasonal chaiges and pressure from creditois — is one of the 
chief causes which impel faimers to release their produce in an over- 
fed market for what it will fetch In this connection it may be 
noted that the Punjab Committee lecommend that the lecoveiy of 
land revenue should not be effected at one and the same time 
throughout the piovince, but should lie distributed ovei diffeient 
areas in diffeient months How far this suggestion will help the 
cultivator has not been the subject of investigation elsewheie The 
financial piessuie to which the cultnator is subject also exhibits 
itself in the phenomenon that the cultivatoi in many cases sells, 
almost immediately after pioduction, even such produce as is 
required foi his consumption He eithei buvs it again in a dear 
market or obtains it bv way of loan in kind from the village 
merchant oi trader 

Finance for marketing and movement of produce 

'' 271 Some of the Provincial Committees have taken marketing 

to comprise the process of transporting and selling pioduce by the 
farmer and have distinguished it from trading which begins when 
the pioduce has been handed over to a merchant But this 
distinction has not been observed by all the Committees and con- 
siderable overlapping is found between the sections dealing with 
marketing and internal trade This is not surprising as strictly 
speaking marketing covers “all the activities involved from the 
time the product leaves the producer until it i caches the consumer” 
The essential and ordinary functions of marketing according to 

u 2 
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the preliminary report of the International Institute of Agricul- 
ture and other writers on Agricultural economics are 

(a) Collection and assembly 

(h) Transportation 

(c) Wholesale distribution 

(d) Eetailmg 

(e) Bisk-bearing 

(/) financing in all stages 

*{a) CollccUon and assembly — The cost of this function will 
be minimized by specialisation ot agriculture in a district as opposed 
to diveisification, by standaidisation, and grading and uniform 
paclang The formation of co-operative sale societies by farmers 
will be useful in seeming economy in these opeiatioiis 

(b) Transport — Transport may fall into several stages of which 
the following may be mentioned — 

(i) fiom the luial aieas to the raih\a'\ station, 

(ii) from the lailwav station to the teiminal point, and 

(ill) from the teiminal point to the luban consignee 

Some instances of how faiineis economi/e in the first 
item aie mentioned by tlie Piovincial Committees A huge 
percentage of the cotton growers of Beiar bring the cotton 
in then onn carts In Burma, the cultivator often takes part 
m transporfatron and rs paid for it The thud joiiinev is usually 
in the hands of the wholesale and retail dealers who can reduce 
costs by increasing efficienc} Tire cost of the second journey 
is beyond the control of faimeis, but large-scale collecting agencies,, 
private or co-operative, inav be able to secure cheaper rates than 
small disorganised groups of consignors Costs can also be 
reduced by standardisation, grading and uniform paclang We 
have referred to the useful part that the railwa-^s can play in 
encouraging the movement of agiicultuial produce by giving "con- 
cessional freight lates for its movement in Chapter IV 

(c) Wholesale dtstiibuiwn — ^®ie cost may be reduced by large- 
scale operations and by organisation of consumers’ co-operative 
societies and by standardisation and grading 

(d) Rtsl-beaiinq — Fluctuations in puces give use to impoitant 
marketing risks and mav be conk oiled by orderly maiketing, by 
proper tieatment of sui pluses, by collection of agiicultural 5;atis- 
tics and dissemination of coriect infoimation to farmeis and b}’’ 
taiitfs and subsidies Co-opeiatne societies of producers may also 
regulate production 

*For the analysis of fhe fumtions %\o are mdobtod to ‘ Agricultural 

Economics’, bv G O’Brien 
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Such fluctuations are violent, and unnatural when in a market 
where forward trading is in vogue, large quantities are dealt in 
on paper without such sales being backeif by actual commodities 
Organized forwaid trading centres run on approved lines — ^with 
the appioval of the governments concerned if necessary — would 
contiol such reckless opeiations Raids, both bull and bear, in 
forwaid markets are undesirable in the interest of orderly market- 
ing 

(e) Financing — This is as important as, if not more impoitant 
than, any of the other marketing functions The farmers require 
finance to enable them not to unload then stuff all at the same 
time and thus depress prices The wholesale and retail dealers 
all require finance to carry on their functions 

272 Assuming the existence of a given puce, the faimei’s profit 
will be affected by the cost of all the marketing functions includ- 
ing the price paid for finance We wish to emphasise that every 
part of the marketing process is a link in a continuous chain and 
that the strength of the chain depends on the strength of all its 
parts The Provincial Committees have rightly dealt with all 
aspects of marketing so as to give a complete picture When 
it comes to making recommendations, we as a Banking Com- 
mittee are concerned only with one aspect of the subject, viz , 
finance But we cannot deal with the question in a satisfactory 
manner without expressing our views on the other factors which 
promote oiderlj and profitable marketing of agricultural produce 
Without attempting a detailed examination of these factors, we 
express our concurrence with the following recommendations of 
the Royal Commission on Agricultime in Induf, and the various 
Provincial Banking Enquiry Committees, for improving and orga- 
nising agiicultural maiketing — 

('1'^ Improvement of transport facilities including rural com- 
munications We must not be understood to mean 
that we recommend an indiscriminate substitution of 
bullock carts by motor lorries 

(2) Lowering of railway freight rates and grant of other 

railway facilities 

(3) Establishment of regulated markexs under provincial 

legislation on the general lines of the Berar and 
Hyderabad (Deccan) Market Acts 

(4) Standardization of weights and measures 

(5) Adoption of measures to secure improved quality of pro- 

duce by organization amongst buyers and traders, 
and to guard against adulteration 

(6) Eixation of standards and grades of commodities 

<7) 'Promotion of co-operative sale societies and otheff suitable 
organizations for purposes of sale 
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(8) Holding of auction sales b> agricultural departments ta 

ensure increased price to the cultivatois 'who produce 
impioved vaiieties We advocate that the Govern- 
ment should not make any profit for themselves from 
such sales 

(9) Cairying out of market surveys 

(10) Appointment of expert maiketing officers on the staff 

of the AgiJciiltural Department who should he able 
to understand the language of the maiket and be con- 
versant with the customs connected therewith 

We should, however, hke to make a few observations in regard 
to some of the recommendations mentioned above As regards rail- 
way facilities, we understand that theie is no guarantee at piesent 
as to when a consignment of agricultural piodnce is hkelv to be 
delivered and that it often happens that b’\ the time the articles 
are received at the place of destination the puces have gone down 
considerably This uncertainty has to be guarded against by the 
traders and it is therefore not only cheap lailwav freights but also 
quick movement of produce that leqiines consideration at the 
hands of the railway aiithoiities 

As regards standardization of w'eights and measures, we would 
rnvite the attention of Provincial Governments to Note ‘G’ in the 
Pepoit of the Punjab Provincial Banking Enqmiv Committee 
which gives the lesults of the enquiries made by the Board of 
Economic Enqiiirv into the accuracv of weights and scales in 
certain districts We think that it is not onlv necessary for Pro- 
vincial Governments to undeitake legislation for standardizing 
weights and measures, but it is also incumbent upon them- to see 
that everything is done to ensure that false weights and measures 
and consequent fraud are looted out It has been seiiously com- 
plained that laxity in this matter has hi ought about a state of affaiis 
where it is possible for a tiadei to make irregular profits by mani- 
pulating the weights and scales, using one set for buying and 
another for selling the produce 

Adulteration is undoubtedly an important factor whrclr affects 
the market for, and the price of, the produce The demand for 
Indian agiicultiiial products will receive a serious set-back un- 
less effective action is taken to prevent adulteration bv every 
agency through whose hands they pass With regard to the 
adulteration of milk and ghee, to the evils of wdnch the Eoval 
Commission on Agnciilture have drawn pointed attention, the 
existing law's seem to be ineffective in so far as they penalize such 
adulteration only when the article used is mixed with things which 
are injurious to health Adulteration of dairy products will diave 
away the genuine products out of the market and thus affect the 
dairy -farming industry 
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273 We now proceed to treat m some detail the financial 
aspect of marketing The first point which requires notice in 
this connection is the S 3 ^stem of advances on crops which is pre- 
valent in some parts of India and has a very intimate hearing on 
marketing The general featuie of this sj'stem is that in many 
places not only do the advances can 3 " high rates of interest, but 
thej' also put the horioweis under an obligation to sell their 
produce foi less than the anticipated market price The following 
are some instances 

( I ) In Oiissa iioe merchants sometimes make advances to the 
ryots direct No interest is charged if there is a contract for 
delivery at a particular price and on a fixed date But if the con- 
tract IS for delivery at the market price at the time of delivery, 
interest at 12 to 182 cent le charged, or less if the quantity 
involved is large 

( II ) It Is said to be a common practice in Madras for lyots 
to take loans on condition of repa 3 ’ment at the harvest It is 
usual, where the lender is a shopkeepei or merchant, to have a 
stipulation that the crop shall be sold at a rate, sometimes pre- 
arranged , but more frequently at the prevailing market rate or 
5 per cent less than the pievaihng late In the case of the small 
r 3 'ot, this acts to the detriment of lno interests as he has practically 
to agree to the merchant s terms The more substantial ryot, on 
the other hand, can decide when to sell Ins produce, and as he has 
some knou- ledge of the rnaiket, he is able to secure a fan price for 
his produce 

(ill) In Bengal, in places Mheie the svstem of dadan prevails, 
it IS said that the cultivators cannot aiail themselves of a free 
market for their produce Sometimes, the advances cany interest 
from 24 to 7o per cent and the rate at which the giowei binds 
himself to sell is often lower b 3 10 to 25 pei cent than the anti- 
cipated market rate 

(ivj In Burma, it is stated that in one 01 two districts the 
lendeis compel borrowers to sell the produce to them, but that 
generally the current market piice is paid The leason for the 
stipulation IS said to be the lender’s anxiet 3 ’ to prevent the borrower 
fioin spending his money before pa 3 'ing his debts 

(v) In the Bombay Piesidency, mone 3 ’' is advanced to the sugar- 
cane growers on the security of the crop, with a condition that 
the qur must be sold through the mone 3 '-lender But sales are 
ordinarily effected by public auction and it appears the money- 
lender can secure by this s 5 'stem onl 3 ’- the commission which would 
othei*wi&e go to some other commission agent 

(vi) In Bihar and Orissa, two kinds of advances are in vogue 
in respect of sugarcane ciops — 

(a) Advances of a large amount per acre at a more advanced 
stage of growing, carrying interest at 12 per cent, and 
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(b) Advances of a small amount per acre at an earlier stage 
of growing, carrying no interest, but counterbalanced 
by other advantages to the lendei 

In both cases the ciop is to be delivered to the lender and the 
puce IS the latc of the season and the cultivator appears to get 
the fair market price 

(vii) In the case of jute in Bihai and Oiissa, when the price 
is low, the lyots take a small sum as eai nest-money foi which the 
lendei who is the buyei of jute gets meiely the fiist letusal The 
producer is fiee to sell as and when he deems fit and is said to be 
well infoimed as to the Calcutta piice and its piobable trend It 
IS rejioited that the s 3 ^stem of advances is no longer considered 
plofitable to the lendei and that its discontinuance is contemplated 

v,viii) A system of advances caiiying a liability to sell the pro- 
duce thiongli the lender is also lepoited among cotton and sugar- 
cane groweis and flowei and ghee dealeis in the United Pi evinces, 
and the producers aie said to obtain foi their piodiice less than 
they would have got if they had been free to market the produce 
themselves 

(ix) It IS reported that in legard to marketing of cocoanuts, 
in 25 per cent of the sales in Bihai and Orissa, the growers 
are given advances which cany no obligation at all, but cairy 
Interest at 12 to 15 per cent per annum 

(x) Small planters in Cooig who have boiiowed from local 
money-lenders do not get the maiket price, but only a definite per- 
centage 01 amount below that puce 

274 A second point In ought out in the Provincial Peports i elates 
to the effect of the cultivator’s indebtedness on the marketing of 
his produce, even if the cultuator does not borrow specifically for 
raising the crop The Bengal Committee report that the culti\ator 
who IS indebted is always pressed heavily by the ci editor imme- 
diately after harvest, for the latter knows that if the debtor does 
not pay after selling his produce, it will not be possible for him 
to pay till the next harvest The elTect of this pressure is so 
great that the borrower is compelled to sell his produce as quickly 
as he can, and if all sell at the same time, the puce naturally 
comes down by competition The Punjab Committee think that 
in oidinaiy ciicumstances, the seller should naturally be prejudiced 
by being in debt to his dealer if only because equality cannot 
subsist between debtor and creditor, but the evidence before 
them suggests that the disadvantage to the seller is less than is 
generally supposed and that it tends to diminish with improved 
communications, spread of education and knowledge of maiket 
rates 

275 We have carefully considered the hardship caused to the 
chltivator by the practices referred to in paragraphs 273 and 274 
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above In the case of crops intended for export, adequate 
remedy for these evils will not be forthcommg until arrangements 
are made foi orderly' marketing But the oiganization of co- 
operative sale societies which can advance money to the cultivators 
and enable them to avoid being forced to sell their produce at un 
favouiable rates will go a great way to help the cultivators in the 
case of Cl ops intended for mtcinal consumption We therefoie le- 
coramend that co-opeiative sale societies should be established 
wherever there are reasonable chances ot their successful working 
We do not lecommend that such societies should purchase their 
membeis’ produce outiight, but we recommend that they should 
continue the present practice of acting as agents to producers foi 
the sale of their produce It is desirable for the present that these 
societies should deal only wuth the produce giown by the membeis , 
but if in any particulai locality the society is competent to deal with 
non-members’ produce, there cannot be any objection to such a 
course We shall refer to these sale societies again later on 

276 The next point that may be noticed is the practice of the 
sale of standing crops It is said by the Bombay Committee that 
a small percentage of agriculturists sell their standing crops of 
cotton, either foi want of money or for speculation The mango 
crop in Bombay is almost invaiiably sold when it is on the trees 
and sometimes even before it is actually seen in blossom The 
crop 1 - Usually purchased by contiaclors who pay part of the price 
immediately after the bargain is struck and the rest in instalments 
when the crop is gathered The same practice is reported in 
regard to marketing of oianges in Cooig We do not think that 
any useful action can be taken in this connection 

277 We now come to one of the more impoitant aspects of 
marketing finance, namely, the interest charges paid by the various 
middlemen for obtaining the necessary finance for moving the - 
crops forward The following summary from the Provincial Com- 
mittees’ reports will be found inteiesting — 

(i) Assam — Some bevaris have their own capital but others 
are financed by bigger bepans and aratdars Occasionally culti- 
vators with sound security, who lend to fellow villagers on condi- 
tion of repayment by handing over of crop, borrow from Marwaiis 
at 18 to 24 per cent to re-lend at higher rates The village maha- 
jans who make advances to growers of produce work partly on 
their own capital, and partly on loans obtained at 9 to 12 per cent 
from Marwans and other merchants in towns on the understanding 
that the foimer will make over their crop to the latter 

(ii) Bombay — ^Village or itinerant dealers in cotton, petty traders 
in tobacco and rice, and contractors for fruits and vegetables, get 
then finance mostly from town merchants, shroffs and commission 
agents and pay high rates of interest which compel them to offer 
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]oAv prices to cultivafois The late paid traders in tobacco, 
foi instance, vanes fiom 18 to 24 per cent Commission agents 
have to pay flora 9 to 12 per cent to local bankers when they 
themselves have to boirow A large cl.iss of mei chants and 
tiadeis, it is stated, now lemain outside the sphere of bu^^mess 
of the Imperial Bank of India and joint-stock banks owing to 
the following causes, viz , disinclination to pledge stocks with 
banks, iigidity of the regulations go\erning advances by banks 
against the security of goods in the godowns of banks and publi- 
city given to such advances 

(ill) Benqal — The finance is generally supplied by traders who, 
in addition to providing then own camtal, occasionally obtain loanp 
from money-lendeis and imhgenmm bankers on hundis in respect 
of produce which is expoiled The mercantile films of Calcutta 
finance the mo^cment of juoducc through then purchasing agencies 
and blanch offices in the mofiissil centies, In the case of inde- 
pendent purchaseis, the finance is furnished by the money-lenders 
01 by arotdan The wholesale dealeis of CalclTtti obtain accom- 
modation geneially by hni lowing on personal ciedit and they also 
giant credit to then clients m the s.nnc wax In rare cases rail- 
way leceipts and bills of lading are used as security' for achances 
by b.inking institutions 

(i\) Burma — Dealeis aic financed by Chcttiyars Daxyson’s 
Bank and the Imperial Bank of India on the secuntx of agiictil- 
tuial pioduce The r.ite of interest geneially (lunged bx Chcttixais 
IS 12 to 24 pel cent pei annum the usual late in the busy season 
being 21 pei cent But in the case of adxances locjuncd foi the 
marketing of giound-mits the inteiest ch.irged xmies fiom li to 
30 pel cent 

(x) Bihar and Orissa — The prexalent s\t;tcm of niaiketing 
finance is foi the expoit houses and (omnnssion agents to laise 
money fiom then own banks oi fiom the Buna Ba/ai at Calcutta 
and t ■) finance the up-countix' tiadcib oi qoladars x\ho haxe no large 
capital of then oxvn The lattei in tuin finance the small hepans 
and village inonex-lendeis who buy outiight fiom the cultixators for 
cash 01 ciedil already advanced As an illustiation of the 
inteiest rates paid, it may be mentioned that m the case of lac, 
arhatias thiough xvhom paihars sell lac to factories, chaige tlie 
pailars 12 to 24 pei cent The Calcutta arhatias to xvhom the 
factories sell their product offei the same kind of accommodation 
to the factoiies as the local arhatias give to paihars The qoladars 
and the big giain meichaiits are also occasionally assisted by the 
Imperial Bank of India and the jomt-stock banks, but it is said that' 
assistance is given on such stiict conditions regardm®’ secuiity 
that It IS rarely availed of In one town the qoladars xvere found 
xxilling to pav 9 per cent on adx'ances fiom indigenous bankers 
rather than pay per cent to joint-stock banks 
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(vi) Central Provinces — The middlemen m tlie Central Pro- 
vinces are normally financed by the indigenous hauliers and money- 
lenders, the rates of interest charged being 37i- per cent per 
annum When advances aie taken for (he whole season, the rate 
IS about 15 per cent The wholesale mei chants generally work 
with their owm capital and if they want credit, they borrow from 
banks or indigenous bankeis on the security ol their goods, keeping 
these in the godowns of the lendeis 

(vii) Central Areas — Commission agents m the mandis chaige 
6 to 71 pel cent to the biggei agnculturists and village dealers who 
store pioduce with them for short periods 

(vni) Madras — The middlemen supplement their resources 
by boirowung on short-term credit from joint stock banks, w'hich 
discount hnndis and bills, and from indigenous bankers and monej'^- 
lenders, who lend money by discounting hundis and also on pro- 
notes 01 personal ciedit Loans and cash credits can also be 
obtained fiom the Impeiial Bank of India but two signatures are 
required on pronotes in such cases by the Bank Act The Impe- 
rial Bank of India also discounts Imndis and grants loans on pro- 
duce A great deal of tlie produce loans is said to be i» the hands 
of the Imperial Bank and the indigenous bankers do not appear 
to do much business on this basis The reason is that the mer- 
chant can get loans fiom the Imperial Bank on this security at 
rates fai below' the oidinary lending rates of mteiest of the 
mone) -lendei s The uiban co-operative banks also plav a minor 
part and a tew of the mdlns winch do oidiiiaiy banking business 
lend for this puipose The indigenous bankers lend at higher 
rates of interest on personal credit 

(ix) Punkah — The commission agent wmks mainly with his 
own capital supplemented b> deposits atti acted from lelatives and 
neiglibours The smallei agent obtains advances if lequiied, from 
the bigger agents at 9 to 12 per cent interest The laigei com- 
mission agents borrow' fiom the indigenous bankers and commeicial 
banks at 6 to 9 pei cent according to the secunty offeied When 
the security is giain, tlie rate is 7 to 71 per cent V/hen it is house 
property, the rate is 9 per cent In the slack season lates aie lower 
and are 4 to 6 per cent Large sums aie now advanced by 
the Imperial Bank of India against produce, possession of which is 
taken Before an advance is made, the applicant’s financial position 
IS carefully enquired into and also Ins geneial trustworthiness, and 
on the results of the enquiry a maximum ciedit limit is fixed and 
an advance is made Geneially, advances are allowed up to 75 per 
cent of the value in the case of gram and up to 70 pei cent in the 
case of cotton In the event of a fall m prices, the margins are 
maintained either by adding to the produce stored or by repaying 
a part of the loan Advances against pioduce are also given by 
the Allahabad Bank, the Central Bank of India, the Punjab’ 
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National Bank and the Peoples Bank of Northern India 
The last two find it difficult to compete with the rates charged by 
the Imperial Bank of India The Amritsar Sugar and Gram 
Association also grants advances at lates of interest varying from 5^ 
to 7\ per cent and up to 80 per cent of the value of the pioduce 
In addition, godown rent has to bo paid The Imperial Bank’s 
rates for hnancing cotton in godowns are said to he higher than 
those for giam because money is dearei duiing the cotton season 
and insurance rates are highei, most of the insuiance companies 
in fact refusing to insure cotton when stoied in factory compounds 
Consequently the Bank’s advances aie almost entirely confined to 
cotton stored outside the factoiy 

(x) United Provinces — The burden of marketing finance falls 
on the pncca aihatia who boriows fiom his shroffs or bank 
at rates depending on his financial position, the volume of Ins 
business, and his relations with the shroffs oi bank In Jibe case of 
goods which he stores, he pledges them with banks or bankers 
The methods of the indigenous bankers are found to be more 
favourable than those of organised banks, as the former are gen- 
erally satisfied with a smaller margin and even forego it m some 
cases They are also content to have merely the key of the godown 
m which the arhatia stores the goods, whereas the commercial 
banks want to put tKeir own lock and sign-board over the godown 
278 The methods emploj^ed for obtaining financial accom- 
modation also deserve mention — 

(a) When goods are sent from one middleman to another, 

funds are generally drawn by means of darshani 
hundts which are either supported by railway receipts 
or are clean Banks generally prefer hundis support- 
ed by receipts since their risk is thereby reduced, but 
some consignees insist on railway receipts being sent 
direct to them either as a matter of prestige or to 
take an advance to pay the hundi or to save demurrage 
The use of usance bills has become less common in 
recent years 

(b) Some of the Provincial Committees repoit that the small 

hepans and village money-lenders who buy agri- 
cultural pioduce from the cultivators make their 
purchase mostly on a cash basis If these hepans 
and money-lenders require any addition to their 
capital for this purpose, they in their turn get actual 
cash from uiban centres from larger tiadeis or urban 
money-lenders This arrangement does not admit of 
a direct contact with the money market If the use 
of hundis could be encouraged m connection with 
these transactions, such -hundis might be discounted 
in the money market and the rates of mterest paid 
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for accommodation for the movement of crops might 
thereby be lowered 

279 After studying the position as presented in the reports of 
the various Provincial Banking Enquirjf Committees, we have come 
to the following conclusions — 

(a) The popular belief that the middlemen and the small 
merchants perform no useful functions is eiioneous 
Most of the Provincial Committees have found that 
the charges made by them are not exorbitant 
(h) We are told that the disinclination on the pait of 
merchants and tradeis lo pledge stocks with banks 
IS gradually disappearing We think that in their 
own interest mei chants and traders should entirely 
abandon their piesent attitude and take all steps that 
are possible to use the liquid goods in their possession 
for getting cheaper accommodation from banks It 
would be a great help to agricultuie if joint-stock 
banks and the Imperial Bank of India would 
adopt a still more liberal policy in the matter of grant- 
ing advances against agricultural produce in godowns 
(c) Both in connection with advances by banks on the secu- 
rity of agricultural produce, and the promotion of the 
use of bills with a view to securing to the imddlemen 
engaged in the trade financial accommodation at 
cheapei rates of interest, it is necessary to provide for 
facilities for storage accommodation in various 
p.irts of the country If storage accommodation is 
provided in independent w'arehouses, receipts given 
liy these warehouses mav be used as credit lustni- 
ments on which accommodation may be obtained 
The provision of storage facilities would also give the 
cultivator and seller of produce more freedom to hold 
it up if the price were unsatisfactory or if any cir- 
cumstances aiose which made such a course desirable 

Godowns and Warehouses 

280 We recommend that Provincial Governments should con- 
sidei the desirability of advancing long-term loans at concessional 
rates of mteiest to co-opeiative societies to build godowns in centres 
which provide good maikets We are aware that in Madras the 
Provincial Government already grant loans for this purpose up to a 
limit of half the amount spent by the societies, not exceeding 
Es 2,500 in each case We aie informed that only a few godowns 
have been constructed in this manner and that the slow^ piogiess 
IS due to the fact that the late of interest charged on loans by the 
Government is heavy and the chaiges for storage accommodation 
aie high owing to the expensiyeness of constiuction and its utiliza- 
tion tor only a few' months in the year Wc suggest that the type 
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of godowns constructed in future maj- be on a less expensive scale 
consistent with safety and that where the godowns cannot be used 
foi the whole yeai, the pos'^ibility of hiiing a godown may be tried 

281 We fully realize that the mam difiiculties in connection 
with storage and warehousing would be grading and mixing of 
stocks of different parties, though it is possible that this difficulty 
would not arise in the case of waiehouses made use of by me larger 
merchants We find it stated m the Report of the Punjab Pro- 
vincial Banking Enquiry Committee that the cultivator has a 
rooted objection to pooling and that this objection alone is a serious 
obstacle to the scheme of warehouses We feel, however, that 
experiments should be made at selected centres, and that the 
benefits of standardization, grading and pooling should be brought 
home to the agriculturist by this means and by propaganda and 
education, as the warehouse receipts would be w'elcomed in the 
money market and would be a very effective means for cheapening 
the rate for marketing finance We should like to note that 
similar difficulties existed in Canada as late as 1907, but have been 
overcome by educative propaganda and expeiience of the services 
of warehouses We, therefore, recommend that the question of 
providing warehouses by private agencies and licensing them, and 
the provision of capital for their construction, be taken up by Pro- 
vincial Governments The Imperial Council of Agricultuial 
Research might also co-ordinate the efforts of the 3hovinnal 
Governments in this matter wdnch is mateiialh connected 
with maiketmg, a subject coming within the purview’ of 
the work of the Council under its constitution We re- 
produce in an annexuie to this chapter a copy of the diaft 
Bill of (the late) Mr B F Madon foi the establishment of 
such waiehouses We commend the piovisions of the diaft Bill 
foi the consideration of the Provincial Governments We agice 
with the United Piovinces Provincial Banking Enqnin Committee 
that provision should be made in anv future legislation regarding 
w'arehouses to the effect that the waiehouseman should not be pei- 
mitted to deal in, oi lend money, on goods of anv kind which he 
leceives in his w’aiehouse, eithei in his own account, or that of 
others, to buy oi sell otheis’ goods on credit, or to act as a 
guarantor of such business The object of this piovi'^ion is to 
lemove any temjilation m the wmy of the waiehouseman to tamper 
w'lth the noods in In'! custody oi to exercise nndue influence on 
the depositor to sell his goods to him We also snugest that in 
connection with any scheme foi the establishment of waiehouses, 
Provincial Governments should give careful attention to the follow- 
ing details — 

(i) Any person who is licensed, as a warehouseman should be 
of recognized integrity and should have business ability to run a' 
warehouse There should be a licensing boatd in each jii evince 
for the grant of licences, which would consist of one Government 



BURAL FINANCE — MARKETING AND MOVEMENT OF CROPS. 


223 


officer and a number of lepiesentatnes of local business inteiests, 
including agiicuRuie especially for up-country areas Small local 
licensing boards may have to be appointed foi some divisions of 
the provinces, e g , Gujerat, Deccan, etc 

(ii) The waiehouseman should have a reasonably substantial 
capital If on the other hand he hires the warehouse, he should 
■deposit with Government a substantial amount, m cash or securi- 
ties The security deposit should, however, not be so exorbitant 
as to drive out private enterprise 

(ill) In areas where grading of produce is done, it is neces- 
sary that there should be representatives of the growers on 
the licensing board In such cases. Government should ensure the 
availability of tiained and certified graders and the ivaiehou'=;eman 
will be required to employ only such graders 

(iv) All produce stored in the warehouse should be insured 
against fire and other accidents 

(v) The licensing authority should be empowered to decide 
among otliei things the following matters — 

(a) Clas'^ification of commodities into perishable and non- 

peiishable aiticles, aiticles detenoiating with laj^'se of 
tune and non-deteiioiating aiticles, and the appor- 
tionment of the risk of damage betw'een the ware- 
lioiibemaii and the ownei of the piodiice in legaid to 
the class of aiticles 

(b) The appoitionment of iisk betw^een the warehouseman 

and the owmei of produce of any damage arising fiom 
iiots and cimI commotion 

282 As some Proinncial Banking Enquir}' Committees have 
suggested that Goieinmeiit should examine the possibilities of 
starting lailwa} warehouses in the chief centres of trade, we 
brought the suggestion to the notice of the Eaihvay Board and 
also discussed the niattei with their lepiesentatives The Eailway 
Board were also kind enough to furnish us wnth an estimate of the 
•cost of provision and working of warehouses at certain selected 
railway centres The‘?e will be found in Appendix III in the 
volume of Written Evidence While the Eailwxay Boaid state 
that they are anxious to do all in then power to help the trade 
•of the coimtry, they consider that the proposal foi the 
estabhshiucnt of railway w'aiehouses would necessitate a detailed 
investigation so that the full implications might be made cleai 
In view of the importance of tile subject from every point 
of view we should urge upon the Government that a detailed in- 
vestigation of the problem in all its aspects should be undertaken 
by the Eailway Board and that the railways should be asked to 
•stait experiments at selected centres, as we believe that such ex- 
periments will be of considerable benefit to the country. 
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We alfao discussea v^iih the representatives of the tlailway 
Board the question of the raiJwavs allowing private enteiprihe to 
provide and work warehouses in the vicinity of railway stations 
and we have been kindly furnished by the Itailway Board m ith a 
copy of the teims of the lease that would be acceptable to the rail- 
ways The Railway Board’s letter furnishing these details is also 
included in the Appendix referred to abo\o There are two items 
in those terms which, from the point of view of promoting private 
enterprise in the direction desired by us, seem to call for some 
remarks It is stated that on the termination of the lease any 
buildings, woiks, etc , upon the land leased may be purchased by 
the Baihvay administration, and if not so purchased, should be 
pulled down and the material removed from the land by the lessee 
at his own expense within two months We consider this most 
unsuitable foi promoting private enterprise and that, at a minimum, 
the terms should be altered ‘^omewdiat on the following lines — 

If the lease is tciminated by notice given b}' the Railway 
f (liiunistratioii, an\ building on the hnd constiucted 
by tlie lessee shall he purchased iiy (he Railway 
ad.n.nisliation at the curient maikct price of 
the building, to be valued by an impaitial paiU in 
case of difTorence between the Railway administration 
and the lessee On the othei hand, if the notice is 
given bj the lessee himself, and the Railwav admi- 
nistiation aie not wulling to pm chase the building 
themselves as aboio, the lescee would he at hbeity 
to sell the building to anv othei peisnn subject to the 
approval of the Raiiw'ay Board wdiith ajipioval shall 
not be withheld iimeasonnbh 

Where railway land is not aaailable and a w'aiehoiise is proMded 
on piivately owmed land at some distance fiom the lailway goods- 
shed, it IS stated that a railway siding, if piacticable, will be pro- 
vided on the usual “assisted siding” terms In \new of the im- 
portance to the agricultuiist and the tiader of the piovision of 
accommodation foi the storage of their pioduce, w’C tiust that the 
teims for the piovision of the raihvav siding will be moie fa\ cur- 
able than the usual “assisted siding” teims 

283 The subject of railw'ay w'aiehouses leads us naturally to 
a consideration of the question of lailway receipts, i c , receipts 
gianted by the lailw^ays foi the tianspoit of goods from one place 
to another In connection wuth the maiketing of piodiice, we 
have lefened to the use to wdiich tlicse lailway leceipts aie put 
They are either attached to the Inindf; oi diafts on the pmehaser 
of tlie goods, 01 aie sent to the consignee to enable liim to laiso 
an advance on the secmity oI the leceipts wutli which to pay 
the himdjs oi diahs when they aiine ^Lt pies^nt these lO'-eipl'? 
are not negotiable oi tiansfciahle They do not gne eithei a 
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full or a correct desciiption of the goods They are not also m 
the same position as bills of lading as, with the passing of the 
Indian Contract Act, the provision of the Tactois Act making 
pledge of documents of title to goods equivalent to the pledge ot 
goods has been abiogated The decision"^ of Justice Waller of the 
Madras High Couit clearly enunciates that banks do not get 
safe security in the shape of a lailway receipt which is endorsed 
to them Without going into all the legal complications involved 
in the mteipretation of the sections of the Indian Contiact Act and 
the new Sale of Goods Act, we recommend that a lailway receipt 
should be placed by the legislatuie on the same footing as a bill 
of lading This will despense with various devices that have been 
suggested to make the lailway leceipt a valid secuiity, such as 
the pledgoi addiessmg a letter to the railway company advising 
the company that he has transfened his interest in the goods to 
a bank, the bank m forwaiding the pledgoi ’s letter instructing 
the railway company to hold the goods to its order and the rail- 
way company being prepaied to accept such instructions We also 
recommend that railway leceipts be made negotiable and that the 
railway authorities should issue instructions that the receipt should 
give as full a description as possible of the goods coveied by it 

Marketing Boards 

284 We are indebted to Mr A P McDougall, one of the 
foreign banking experts, for an interesting memoiandum on 
^Marketing’ Two suggestions in that memoiandum have im- 
pressed us considerably They are the establishment of a market- 
ing board and of a ]ute control corporation Mr McDougall 
recommends a cential marketing board with pro\incial branches 
We regret we cannot accept this suggestion in the precise form in 
which it has been put by Mr McDougall, as such an arrangement 
w'ould not fit in with the constitution The maiketing boards 
should, in our opinion, be on a piovincial basis and proposals for 
their establishment should be examined by Provincial Governments 
in connection with the creation of legulated markets by piovincial 
legislation as lecommended by the Koyal Commission on Agricul- 
ture 

The marketing boaid will have many important duties to 
perform It would be one of its functions to bung about the 
co-operation of the various inteiests in the building of godowms 
and warehouses thioughout the piovince In consultation with 
the co-operatne authoiities, the board would assist and suppoif 
the promotion of co-opeiative maiketing The boaid might also 
help in the maiketing of pioducts of cottage mdustnes It 
will be one of the main duties of the boaid to make 
a ‘^iiiwev of the conditions which govern the maiketing of the 
vanous products fiom the lyot to the final market In fact by 

♦ Jndgmont ‘ deliverefl on tlio 7tli January 1930 m Official Assignee of 
TJadras v&rsua Mercantile Bank of India 
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standardising and organising the country s supplies of agricultural 
produce, the marketing board would help the agriculturist to get 
a full and adequate return for his pioduction The marketing 
surveys that we have recommended will be made under its super- 
vision, and the marketing officer, we have proposed, will be closely 
associated with this board 

285 We lealize the necessity for some agency to co-ordinate 
the activities of the provincial intiiketing boards particularly in the 
case of agiicultural produce which is intended for export fioni the 
country , but, as stated above, we do not consider it desiiable, to set 
up any Cential Maiketing Boaid with administiative contiol o\er 
the provincial boaids Such assistance as may be given by way of 
advice and icseaich may uscfull> be furnished b\ the Impeiial 
Council of Agiicultuial Reseaich and w’c undei stand that the Council 
intend to have a sopaiatc section to deal with these problems If 
it IS found latci that the woik of this sepal ate section has giown 
and a separate depailmcnt is necessary, we haio no doiihi that 
that depaitment vill come as a matter of course 

JuTH Control ConrouvnoN 

286 Mr klcDongall lias also iccorameiuled the establishment 
of a jute contiol coipoiation He consideis that jnle is the only 
crop of any magnitude which under the existing conditions lends 
itself to such a foiin of control as would ensure a stabilized price 
to the glo^^er The coipoiation would have “poveis to fix pneec 
for the raw material, to eliminate unneoessaiy costs of distribution 
to contiol output, and if necessary to nndeitake distribution and 
effect all payments” Tt should have a capital proiided by the Pro 
vincial Governments in the jute-growing aieas and its manage- 
ment should be in the hands of a directorate constituted on certain 
presciibed lines so as to inclnde lepiesontatives of all the inteiests 
concerned Foi fuithei details of the woiking of the scheme, we 
would lefei to Mr McDougall’s memoiandnm We haic given 
consideiablc tune and thought to the consideiation of tins pioposal 
for the stabilization of piice and the icgulation of pioduction of 
jute We admit that there are several good points m the '•cheme 
but without consulting all the interests invohcd in a propocal of 
this kind it IS not possible foi us to 'support the paiticnlar scheme 
01 to put forward an alternative one A¥c lecommend that the 
Governments concerned should examine tlie mattei in tlie light of 
Ml McHongall’s proposals and introduce an arrangement wdnch 
may be suitable for all interests affected We also consider that 
in any scheme which may he evolved in the future, the following 
points mav be considered — 

(1) The share capital of the corporation should not be wholly 
subscribed by Government but slioiild come from the 
producers, the business inteiests and the State, the 
share of the State being gradually diminished as the 
other interests can replace it 
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(2) The settlement of a fair price for the produce cannot be 

left to the management of the corporation but there 
should be an mdependent and impartial body to 
undeitake this task 

(3) The pioducers must under any circumstances have ade- 

quate representation on the management of the cor- 
poration so that their interests in it may propeily be 
safeguarded 

(4) We do not appiove of the scheme of repiesentation sug- 

gested by Ml McDougall in the constitution of the 
board, and we paiticulaily hold that theie is no need 
tor representation foi oveiseas inteiests The details 
of the composition of the board vill have to be woiked 
out in connection with the scheme as a whole and 
steps will have to be taken to ensuie that no paiti-' 
cular inteiests piepondeiate on the boaid and to 
provide foi the representation of the State, if neces- 
saiy 

(5) Poi the successful working of the corpoiation, it is 

necessary that both its constitution and its functions 
should be provided for by statute 

(6) It IS essential to have a pieliminaiy survey of ]ute pro- 

duction in the three provinces of Bengal, Bihar and 
Oiissa and Assam 

( 7 ) The question whethei in case of restiiction of jute any 

lands which aie released fiom ]ute can be used for 
glowing other ciops is a mattei which will lequne 
the attention of the local Governments which will, if 
necessary, consult the Impel lal Council of Agricul- 
tural Besearch 

(S'* The Jute Committee recommended by the Royal Com- 
mission on Agiicultuie, which we have reason to be- 
lieve will be appointed in the immediate future, will 
no doubt deal with these and other mattei s 

287 In paragraph 269 we have quoted from the lepoit of the 
Bengal Provincial Banking Enquiry Committee their opinion that 
the absence of fixed standards results m considerable loss to 
growers of ]ute We consider it impoitant that early steps should 
be taken to remove this disability , and we should like to observe 
that it IS one of the principal reasons why we advocate the estab- 
lishment of a ]ute corporation on sound lines as early as possible 
We recognize, however, that even if prompt action is taken by the 
Governments concerned in the matter, it will fake some time 
before the scheme materialises. In view, however, of the great 
importance to the producer that the standards should be fixed as 
early as possible, we further recommend that the local Govern- 
ments concerned should take prompt steps for the fixation of pro- 

p 2 
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per standaids of jute These standards may be revised later on 
when a corporation, on the management of which both the buyers 
and pioducers will be represented, comes into existence 

288 The Bengal Committee have pointed out that the East 
India Jute Association has been established wuth a view to impart 
a steady tone to the movements of the price of jute but that its 
present constitution and ■forking have not achieved the purpose 
The Committee have, theiefoie, recommended that a properly 
orgamsed futures market should be established by legislation We 
think, however, that if action m the direction contemplated in the 
preceding paragraphs is taken, there will be no necessity for consi- 
der ing the recommendation of the Provincial Committee 
Chajubers of Agriculture 

■289 We have, in the previous chapters refeiied at many places 
to the unorganized state of agricultural finance, production, and 
marketing We are strongl}' of opinion that the producer should 
have a forum m which agiicultural opinion on all these matters 
IS focussed and ci 3 ^stalhsed into w^ell-thought out programmes for 
the advancement of the industiy In many countries, e g , 
Germany, the agriculturists meet in Chambers of Agriculture for 
discussion of questions of common concern We are impressed 
with the need for the establishment of such Chambers and the 
usefulness of their activity We consider that such Chambers of 
Agriculture might, with considerable advantage, be established on 
a provincial or regional basis 

Co-OPER\TIVE S\LE SOCIETIES 

290 The following statement gives some statistics regaidmg 
membership and capital of the co-operative sale societies as on the 
30th June 1930 
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"the latest figures available are given 








KURAL FINANCE — ^MARKETING AND MTOVEMBNT OF CROPS. ^^9 

291 According to the reports of Provincial Coininittees the 
position in regaid to the growth and success of these societies is as 
follows 

(i) Assam — In order to create a favourable market for the 
grower of jute, the Nowgong Co-operative Sale Society was started, 
in 1927 The business was not a financial success owing to insuffi- 
cient capital , lack of business expeiience on the part of the manage- 
ment , inability to giant advances to cultivators to extncate them- 
sehes from the grip of the Marwaiis, and, finally, disloyalty on 
the pait of the members 

(ii) Bombay — On the 31st Maich 1929 there were 28 cotton 
sale societies and 31 other sale societies and the total value ot pro- 
duce sold through them was over Es 730 lakhs for the yeai 1928- 
29 We are told that the societies have been successful The 

f 

cotton societies supply seed to members, ai range foi ginning and 
grading with the assistance of the Agricultural Department and for 
sale by auction or by piivate treaty As a furthei step in iiiaiket- 
ing, ginning factories have been started and their woik has been 
co-ordinated with the sale societies It is said that no difficulty 
has been felt in regard to the supply of finance Some societies 
lev}' a fine for disloyalty on the part of membeis 

(ni) Bengal — Co-opeiative sale societies have been established 
m many centies in Bengal, dealing m commodities like paddy and 
Rite but, with rare exceptions, they have not yielded the expected 
results The ]ute sale societies have resulted in failure 

(iv) Bihar and Orissa — ^Tuo expeiiments were made m co- 
" operative marketing in Bihar and Oiissa and both of them resulted 

m disastious failures 

(v) Central Provinces — ^Expeiimeuts made in co-operative sale 
societies or adat shops have not met with much success Their 
number on 30th June 1929 was 5 and the total membership 296 
and the value of business about Es 15,000 The Eegistrar’s 
report for the latest year available shows that there is a clear 
indication that these institutions stand a better chance of success 
if the grading of cotton is regulaily introduced as is the case in 
similar societies in Bombay More intensive piopaganda is also 
said to be necessary for popularising the co-operative sale societies 

tvil Madras — Many attempts were made, some weie successful 
and some pro\ed failnies Pour co-operative sale societies have been 
started for cotton They are in their infancy The total paid-np 
share capital of these societies amounts only to less than 
Es 80,000 The} are said to be a success in the limited scale m 
which thev aie carried on The lyots are allowed to put their 
cotton in the godown, take advances on them and have them 
graded and sold In the case of planting produce, it is said that 
“there is too much disparity between the big and the little to enable 
them to combine readily” 
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(vn) Pun]ah — In the Punjab, the number of societies at the 
time of the Committee’s report was 25 and the value of produce 
sold through them Ks 58 laldis in 1928-29 It is said that 37 per 
cent of the pioduce sold was on account of non-membeis It is 
also uiged that these societies make little appeal to the small 
holder, and most members are lukewarm in their support and many 
do not use them at all foi the sale of then pioduce Reliable and 
suitable managers aie not easy to secure and embezzlements are not 
infrequent The financial position of the societies in the canal 
colonies is said to be sound, and ^ely little advantage is reported 
to be taken of the stoiage facilities offeied by commission shops 
though they aie mostly prepared to advance up to 75 pei cent of 
the value at 9| pei cent 

(vm) United Provinces — Theie has been no piogi ess in the 
direction of intioducing co-operative sale societies 

292 We have already pointed out the directions in which co- 
operative sale societies can intioduce economies in marketmg costs. 
We agiee with the Provincial Committees fhat the success of such 
societies depends upon four factois — 

(i) There should be a margin between the lowest and the 
highest puce during the period for which the product can be stored, 
sufficient to cover wastage, interest and management charges and 
still leave an appreciable economy 

(ii) The management of the societies should be entrusted to 
managers with local knowledge and commercial experience 

(ill) Theie should be loyaltv among the producers strong enough 
to keep them from the temptation of seizing opportunities of larger 
profits by selling elsewhere, or from deserting the society cn the 
first appearance of loss 

(iv) The society should get a fan share of the turnover in the 
area in which it operates 

293, On the whole, we think that there is much scope for 
improving and extending the existing machinery and that with a 
clear line of advance and with sound and competent gmdance, co- 
operative marketing is full of possibilities for the futuie We may 
observe in this connection that the Economic Depression Bnquiiy 
Committee m Madras has recommended the organisation of more 
co-operative sale societies for ah kinds of agricultural produce, 
especially commercial crops, and has urged that Government should 
give liberal grants to such societies for the constiuction of godowns 
We also consider that Provincial Governments should not hesitate 
to make advances to co-operative banks at concessional rates of 
interest for the development of co-operative sale societies 
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Possibility of Pools 

294 The Bihar and Orisso Committee point out that the 
pool mvolves an agreement among individual pxoducers not to 
sell except at prices agreed on by the vhole body of producers 
actmg through an association, but it does not necessarily imply the 
physical collection of the products m one oi more stoiage centres 
They say that this form of organization is already woiking success- 
fully among the indigo groweis .n North Bihar and the success ol 
the organisation is due to the fact that the numbei of growers does 
not exceed 200 m all and that they are well educated men with long 
experience of then business The Committee add that there is no 
agricultural product in that province wdiich at present holds out 
much hope of similar ^organisation and that no one has come for 
ward to advocate the idea of stimulating the formation of pools 
Other Committees are of opinion that pools are not a practical 
proposition in India at present One Committee doubt if the 
agTiculturist will gain anything in the long run by forming a pool, 
and are of opinion that pools will lead to clash of interests and un- 
Tiappy disputes 

295 We have already referred to the possibility of establishing 
a ]ute control corporation to control the production and stabilize 
the prices of ]ute We do not think it is possible to take similar 
action in regard to any other produce at present 
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Draft Bill hy the late Mr B F Madon, for the Encouragcmeni 
of the Establishment of Independent Warehouses 

The establishment of independent warehouses for the pimcipaJ 
staple products of India is a necessaij^ corollary to the establish- 
ment of the Eeseiie Bank of India Ther^ is a wide-spread 
feeling that adequate financial facilities are not a^allable for Lidiau 
products whethei raw products or manufactuies, and there is an 
impression that this is due to piesent banking resouices of India 
being under the control of foieign exchange and other banks, and 
that these banks are paitial to foieign products or to Indian pro- 
ducts destined foi foreign couiitiies, and deiote their resouices to 
such products only This impression has led to great hopes bemg 
built on the futuie Eeseiie Bank foi satisfactory facilities for the 
finance of Indian products in a lew of its great lesources, but it is 
not appieciated that the real difficulty is not the partiality oi other- 
wise of the exchange or other banks, but the wxant of some system 
La aaIucIi goods and merchandise can be taken in pledge by banks 
on satisfactory lines It wall be leadily understood that goods m 
the possession of the boiroA\er himself cannot form a satisfactory 
secunty foi adiances on such goods, and that what is wanted is 
goods stored m A\arehouses under ii.dependent oAvnership, as ware- 
house receipts issued b'^ such independent owmers for goods lodged 
wnth them will giA^e the necessary security to bankers, without 
requiring them to enter into physical possession of the same It 
IS Bills made against such goods that foira the kind of Bills that 
a EeserAe Bank can safely discount, and, as wall be seen from the 
proAisions of the Eeserve Bank Bill, it is only through rediscount 
of such Bills that the A^ast lesources of the Eeserve Bank can be 
placed at the seiMce of Indian pioduce and Indian manufactures 
Such independent warehouses are practically non-existent in India 
and foi the satisfactory working of our financial machinery it is 
essential that such Avarehouses should be brought into existence 
To proAude such independent warehouses, sufficiently large to meet 
the requuements of trade in such big centres as Bombay and Cal- 
cutta, and equipped on the most up-to-date lines foi the handling 
of meichandise efficiently and economically, will call for a gieat 
outlay of capital, and it may fail to giA^e an adequate return for 
some yeais in Aiew of the present practice of merchants of storing 
their goods in their oAvn godowns It is confidentW anticipated, 
howeA^er, that the advantages offered by such warehouses to both 
borrowers and bankers will come to be lapidly appreciated, and 
not many wears will pass befoie cA^eiy inch of space in such w^are- 
houses will be called for It is feared, however, that until a few 
such warehouses prove a success and give an adequate return t^ 
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the investor, capital in this country, usually so shy, will not be 
forthcoming for the building of such warehouses It is accordingly 
proposed that a guarantee of a moderate dividend be given by 
Government in order to bring into existence this very essential Imk 
in the fabric of India’s financial oigamzation It is further pro- 
posed to create some machinery foi inspection and supervision of 
waiehouses that may wish to be licensed undei the terms of this 
Act Such machinery is necessary because the warehouse receipts 
aie to form the basis foi advances of large sums of money by 
bankers, and they would like to feel secure about such advances 
Any attempt at supervision by them, however, is likely to be resent- 
ed as dne to suspicion of the honesty oi the solvency of the ware- 
houseman or the borrowing customer, while supervision by an 
impaitial authority created for that purpose by Government is not 
hkely to raise any such suspicions and may even be welcomed as 
inspiring greater confidence in warehouses subject to such super- 
vision 


Draft of a Bdl to encourage the establishment of independent 
Warehouses in India and provide for their proper supervision 
and control 

Wheieas it is expedient to encourage the establishment of m- 
dependent Warehouses in India, and arrange for their proper 
supervision and control, it is hereby enacted as follows — 

1 (1) This Act may be called the Indian Licensed Ware- 

houses Act 

(2) It shall extend to the whole of British India and 
shall come into force from 

2 In this Act, unless there is anything repugnant to the 

subject or the context 

(a) “warehouse” wull mean eveiv building, structure or 
other piotected enclosuie in which any raw produce 
or manufactures are stored, 

(b) “person” will include two or moie persons acting in 
partnership oi a Company registered under the 
Indian Companies Act, 1913, 

(c) “warehouseman” means a peison lawfully engaged in 
the business of stonng goods and merchandise m- 
cluding agricultural produce, 

id) “receipt” means receipt issued by the proprietor of a 
warehouse for goods entrusted to him for storage 

3 The Governor General in Council may on application to 

' him issue to any warehouseman a Licence for the 
conduct of a warehouse or warehouses in accordance 
with this Act and such rules and regulations as may 
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be made hereunder, provided that such warehorse is 
found suitable for the storage of the goods oi mer- 
chandise named in the Application for Licence and 
the warehouseman agrees to comply with and abide 
by all the terms ol this Act and the rules and regula- 
tions made in pursuance of the same, 

Provided further that each such Licence shall be on such 
teims and for such period as the Governor General 
m Council may deem fit and such Licence may be 
renewed extended or modified from time to time at 
the discretion of the Governor General in Council 

4 The Governor General in Council is hereby authorised — 

(a) upon application of any person for a Licence to inspect 

or cause to be inspected the naiehouse or ware- 
houses contemplated in such application, 

(b) at any time and from time to time to order inspection 

of any warehouse or wwehouses licensed undei thw 
Act, 

(c) to determine whether warehouses already licensed or 

for wdiich licences ma}" have been applied for are 
suitable for the propei stoiage of the particular 
class of goods or merchandise contemplated m the 
Licence or Application for Licence, 

(d) to classify w'arehouses licensed under this Act accord- 

ing to owmeiship, location, construction, surround- 
ings, capacity and other qualities, 

(e) to prescribe within the limitations of this Act the 

duties of the w'areliouseman conducting waiehouses 
licensed under tins Act, 

(f) to suspend and if necessary to revoke any licence 

granted under this Act for any breach of the pro- 
visions of this Act 01 of the rules and regulations 
made hereunder 

5 The Governor General in Council shall be entitled to 

collect a reasonable fee foi examination, or inspec- 
tion, of any warehouse that is the subject of an appli- 
cation for a Licence uudv,r this Act and shall also he 
entitled to collect a fee of not exceeding Es 
per annum for each licence oi renewal thereof under 
this Act 

(5 The Governor General in Council may upon presentation 
of satisfactory proof of cojnpetency issue to any per- 
son a Licence to inspect sample and/or classify any 
agricultural product or products stored or to be stoied 
in a warehouse licensed under this Act accordino- to 

O 
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condition, grade or otherwise and to weigh the same 
and to certify the weight thereof upon condition that 
such person agrees to comply with and abide by the 
terms of this Act and the lules and regulations 
piescribed heieunder so far as the same may lelate 
to him 

7 The Licence of any such person licensed under clause 

may be suspended or i evoked by the Governor Gene- 
ral in Council if lie is satisfied that such Licensee has 
failed coriectly to inspect, sample, classify or weigh 
any agiicultmal product oi products or has violated 
any of the piovisions of this Act oi of the rules and 
regulations made hereunder or has used his Licence 
or allowed it to be used for any improper purpose 
whatsoever 

8 Eveiy warehouseman conducting a warehouse licensed 

under this Act shall receive for storage therein so far 
as its capacity permits any goods or meichandise of 
the kind customaiily stored therein by him which 
may be tendered to him in a suitable condition foi 
warehousing m the usual manner in the ordi- 
nary course of business without making any dis- 
crimination between peisons desiring to avail them- 
selves of waiehouse facilities 

9 Every person who deposits goods oi merchandise includ- 

ing raw agricultural products in a warehouse licensed 
under this Act shall be deemed to have deposited the 
same subject to the terms of this Act and the rules 
and regulations prescribed hereunder 

10 Eor all goods and merchandise including agricnltuial 

products stored in a warehouse licensed under this Act 
original receipts shall be issued by the warehouseman 
conducting the same but no receipt shall be issued 
for any such goods and merchandise or agricultural 
products unless the same aie actually stored in the 
warehouse at the time of issuance thereof 

11 Every such receipt shall embody the followmg parti- 

culars namely — 

(a) location of the warehouse, 

(b) date of issue of receipt, 

(c) consecutive seiial number of receipt, 

(d) statement whether the subject-matter of the receipt 

is deliverable to bearer or to a specified person or 
to his order, 

(e) rate of storage charges, 
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(/) marks, number and weight of packages received pro- 
vided however that where it is some agricultural 
product in bulk the description and quantity thereof 
shall suffice, 

ig) the class and grade of any agricultural product re- 
ceived tor storage where the depositor wishes it to 
be showm on such receipt in wdiich case it shall be 
as certified by a peison licensed undei clause 6 of 
this Act, 

(./i) a statement that the leceipt la issued subject to this 
Act and the rules and regulations made hereunder, 

(i) if the warehouseman is ownei or joint owner of any 

goods, the subject matter of such receipt a state- 
ment to that effect, 

(j) a statement of the amount of adiance made to the 

depositoi 01 any other liability by the depositor due 
to the warehouseman for which he claims a lien 
provided howevei that wdiere the precise amount 
cannot be ascei tamed at date of issue of such re- 
ceipt a statement that hen is claimed will suffice, 

Hi) such other teims and conditions as may be laid down 
by the Goveinoi Geneial in Council in this behalf, 

(/) signature of the warehouseman or of some person duly 
authorised by him and the numbei of lus Licence. 

12 So long as an ongmal receipt issued under this Act is 

outstanding and uncancelled by the warehouseman 
himself no other or further leceipt shall be issued m 
lespect of the same goods, merchandise or produce, 
provided howevei that in case a leceipt is lost or 
destroyed a fresh receipt ma’ be issued in identical 
terms and beaiing the same date and number as the 
oiiginal on satisfactory security being gnen by the 
peison asking foi such duplicate on lines laid down 
in the rules and legulations made in pursuance of this 
Act 

i 

13 Upon demand made by the holder of any such receipt 

and offer to surrender such receipt with such endorse- 
ment if negotiable as may be necessary and upon 
readiness to satisfy the w^aiehousemen’s hen and/or 
charges, and give proper acknowledgment or dis- 
charge, the warehouseman shall forthwith deliver the 
goods that may be the subiect matter of such receipt 
provided how^ever that all such receipts that come 
back into his hands duly dischaiged shall be forthwith 
cancelled by' the warehouseman and preserved on his 
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record for at least three calendar years - from date of 
such discharge 

14 Every rvarehousemau licensed under this Act shall keep 

m a place of safety complete and coiTect records of 
all agricultural products stored therein and withdrawn 
therefrom and of all receipts issued bv him and of 
receipts returned and tancelled and shall conduct the 
warehouse in all respects in compliance with this Act 
and the rules and regulations made thereunder 

15 E^eiy licensed warehouseman shall report to the Gov- 

ernor General in Council the condition of his ware- 
house or warehouses, and the contents, operation and 
business thereof in such form and at such times as 
the Go\ernor General m Council may require 

IG Tlie Goveinoi General m Council may cause an inspec- 
tion or examination to be made of any vaxeliouse 
liceii'^ed hereunder and of the goods stored therein 
and of the books and lecoids thereof at any lime by 
person oi persons appointed b} him in that behalf 

17 Whenever as a result of such examination it is found 

tliat a warehouseman is not conducting his warehouse 
in accordance with tins Act oi the rules and regula- 
tions made hereunder or tint he is charging unrea- 
sonable and exorbitant rates the Governor General rn 
Council may order his Licence to be suspended and 
if satisfactory explanation of the bieach of this Act 
or of the lules and legulations made heieundei is not 
forthcoming may older such Licence to be revoked 

18 The Governor General in Coimcil may oidei to be pub- 

lished in the Ga^'efte of India the result of any m- 
Aestigations under Clause 3 oi undei Clauses 16 and 
17 There shall also be published m the Gazette of 
Inaia the names and locations of warehouses licensed 
hereunder with the names and acldi esses of the 
Licensees as also a list of all licences revoked oi ter- 
minated nndei this Act and the reasons there foi 

19 The Go^ernor General in Council shall fiom time to time 

make such inles and regulation'- as may appear to him 
advisable foi the piopei caiiying out of the piovisions 
of this 4ct 

^20 Eveiy person who shall forge, alter, counterfeit, simulate 
01 falsely represent or otheiwise mtlawfullv use any 
Licence issued by the Governor Geiieial in Council 
under this Act or shall issue or uttei a false oi fraudu- 
lent receipt oi certificate and eveiv person who shall 
without lawful authoiitv couveit to his own use or 
use for the puiposes of securing a loan oi lemove 
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from a Licensed Wareliou«e conlrar;v to this Act or 
the rules and legulations made hereunder any goods 
or meichandise stoied oi to be stoied m such-ware- 
house and foi which Licensed Receipts have I een or 
are to be issued shall be deemed guilty of a misde- 
ineanoui and shall upon conviction be liable to a fine 
not exceeding ten thousand rupees oi double the value 
of the goods or meichandise involved wdiichcAei is 
the gieatei oi imprisonment foi a period not exceed- 
ing twelve montlis oi both at the disci etion of the 
Couit and the owner of the goods oi merchandise se 
conveited used oi ]ento^ed luny in‘ the disci '^tion of 
the Goveinoi Geneial in Council be rcimbuised out 
of the fines so collected to the extent that he may 
not otheiwise ha\e been leimbuised 

21 Any pei«on wdio shall with intent to deceive draw a ialse 

sample or shall wilfully mutilate oi falsolj^ repre- 
sent a sample diawn undei this Act oi shall classify 
glade or w'eigli liaudulently any agiicultural products 
stoied 01 to be stoied undei the piovisions of this Act 
shall be deemed guilty of a misdemeanour and upon 
comiction be liable to a fine ol lupces five hundred 
oi impiisonment foi thiee months oi both, in the dis- 
ci etion of the Couit 

22 It shall be open to the Governor Gcneial in Council to 

offei an inducement to the establishment of Licensed 
■VVaiehonses as contemplated in this Act by way of 
giant of land fiee oi at i nominal lental o’- b'y a 
subsidy towards the cost of constiuction or by 
guaiantee of leasonable leturn on the total capital 
invested or in any otliei way that may appeal most 
suitable to the Governor Geneial in Council in such 
place or places and on such teims and conditions as 
may appeal desiiable to the Governor Geneial in 
Council piovided how'evei that wdieie the indu«.cment 
to be offeied is a guarantee of a leasonable re^iun on 
capital it shall not exceed a ictnin of moie tlian five 
per cent pei annum and piovided fuithei that where 
any payment by the Goveinoi Geneial in Council be- 
comes necessary iindei any such guarantee a -separate 
account shall be kept of the same and Government 
shall be entitled to one-half of all earnings of any 
warehouse so guaranteed in excess of a return of six 
per cent on the capital invested until the amount 
paid to such warehouse in order to implement the 
guarantee given to it and standing at the debit of such 
sepal ate account shall have boon entirely wiped off 
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BUEAL FINANCE- contd. 

Eurat. and Cottage Industries 

29' j It will be convenient to confine ourselves in this chapter to 
the problem of financmg of cottage and rural indusiiics winch 
moie appropriately come under the head of “village and domestic 
industiies” providing subsidiary occupations to the agiicultuiists 
The other types of rural industries of the ordinary factory typo 
located in rural areas and which are more or less oigamzed indus- 
tries are more conveniently dealt with m the chapter dealing with 
indnstiial finance, along with major industries The Provincial 
Committees have mentioned among cottage and rural industries 
of the “village and domestic type” handloom weaving, silk, gold 
and silver thread, biass-waie, bell-metal, bidi and cheroot-making, 
mat-making, gur-making hand hulling, extraction of oil m the 
village oil press, dairy farming and the woik of the village artisans 
generally 

297 The first question that presents itself in this connec- 
tion IS wdiether the agriculturist has the requisite leisure pro- 
fitably to puisne one or othei of these small industries 
With a view substantially to add to his income from agricul- 
ture On this question the Eoyal Commission on Agricul- 
ture have expressed themselves in these words “A prominent 
feature of Indian agriculture is the amount of spare time which it 
leaves to the cultivator This vanes veiy gieatly accoiding to the 
local agricultuial conditions, but it may be assumed as a broad 
generalisation that by far the greater number of cuitualors have 
at least from two to four months of absolute leisure in the year 
The methods of bringing within the cultivator’s reach industrial 
opportunities to fill up his spate time must vary with local ciicum- 
stances As agnculture in the gieatei part of India cannot ofier 
employment for the whole of the yeai, the problem is to suggest 
lines of vvork which can suitably be undei taken by the cultivator 
or his family m their spaie time and without detnment ^to the 
cultivation of then land” We asree with the Eoyal Commission 
and wuth most of the' Provincial Banking Committees, and 
hold that by far the greater number of agriculturists in India 
have the time at their disposal to pursue profitably one or other 
of the small village and domestic industries with a view to 
add to the income from agriculture The Eoyal Commission pro- 
ceed to discuss (1) the industries pursued by village artisan, 
(2) the handloom, pottery and rope-m.ikmg industries, (3) sen- 
culture, (4) poultry reanng, and (5) lac industry Apart from 
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the provision, of finance the factors that tend to encourage the de- 
velopment of these industries aie, in the opimon of the Commis- 
sion (1) development of new ideas such &s the supply of attractive 
patterns, (2) careful and thorough instruction in modern processes, 
and (3) finding of maikets in and outside the locality The Com- 
mission have said that these foims of assistance would best be given 
by Co-opeiative and Industries Departments to artisans organized 
on the co-opeiative basis We aie informed that steady and strenu- 
ous difii’sion through specially created seivices of advice, informa- 
tion and education has achieved much in the development of rural 
mdustiies in Germany and certain other countries i’be follov mg 
quotation fiom the United Provinces Committee’s Kepoit is rele- 
vant in this connection “Much can be achieved by State aid and 
supervision as Geiman experience proves In that coiinny, thanks 
to the State’s economic policj^ small scale industries employ 
about tuo-fifths of the population and more than 90 per cent of 
the industrial establishment * * * * 

Many industries, however, were “ created ’’ by State-aided 
action, foi example, watch-making in Saxony and the making of 
pencils in Bavaria Thus, neu industries have been introduced on 
a laige scale in those districts where such introduction was mu^t 
advantageous A system of farming combined aith industiy, 
which gives regular employment tlnoughout the year, enables the 
agiicultural countnes of Europe to maintain a densitv of 200 to 
300 peisons to the square mile In oui province where the den^iti 
IS from 500 to 900 in the river valleys, and where agiicdtuie cannot 
normally employ the population for more than 7 months m the year, 
the need for lural industries as subsidiary occupation to agriculture 
IS far greater For a stay-at-home population like ours, enforced 
idleness during a vear of scarcity is a paradox, which indicates the 
lack of balance of occupations in the Indn.n village which Famine 
Commissions have repeatedly sought to remedy’^’’ 

298 The next question that confronts" those engaged in the 
promotion of village and domestic industries is what the chances are 
of success of the lural industries and whether they can really* stand 
competition with the organized factory industries In recent years 
the Provincial Goveinments have set up special depaitmental 
agencies to make a careful suivey of the v^arious cottage industries 
which aie still extant in then piovinces, and to examine the pros- 
pects of their futuie stabiUtv or expansion A special committee 
was appointed by the Madias Goveinment to report on the pros- 
pects of the handloom indu'^tiy, and the leport lecently published 
gives some inteiesting figiues which '?how that in some vaiieties 
of textile'^, the cos' of production on handlooms is less than that on 
powei looms A bulletnU lecently issued by the Department of 
Industries, Madias, shows that while the imports of foreign cloth 
have fallen after the Wai by 1,004 milhon yards per annum, the 

* Bulletin No 12, Handloom Weaving in the Madras Presidency, 1930 
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handloom pioducts have incieased by 199 million yaids per annum 
We should also like to lefei lieie to the following passage at page 
67 of Clow’s “The State and Industry” , 

“While acknowledgment must be made of the stimulus given 
to the industry by the political movement in favour of hand-woven 
cloth, it appeals to be the case that, at present at any rate, the 
hand-loom weaver can more than hold his own against the mills 
an simple economic competition ’ 

The Eojal Commission on Agiiculture have, however, atteied 
a. general note of warning in these voids “Even wuth the aid 
of new ideas and assistance in training and marketing, the contri- 
butions which several rural industries can make in reducing the 
heavy piessuie on the land is infinitesimal and in the nature of 
things the> cannot, as a rule, hoiie foi ever to survive the increas- 
ing competition of organized industry ’ The Bihai and Orissa 
Committee strike a similar note, but they gus paiticulais of some 
flourishing cottage industries in their lepoit 

In spite of their decline, cottage industries in different provinces 
"?till cinjdoy a large population In Bihar and OiiSoa, ve are told 
that no less than imllion people aie supported by the«e indas- 
■tiies In Bombay 300,000 people are employed in the hand-loom 
industry, and 13,000 people are emploved in the gold thread in- 
jdnstry in Surat The hand-loom industry m the Punjab supports 
192,000 weavers 

Existing position in the Provinces 

299 We give below a brief description of some of the rural in- 
dustries dealt with b 3 ^ the Provincial Committees 

(i) Hand-loom weaving — Bombay — The weavers are of Lhiee 
kinds (1) independent weavers who work at home, (2) karkhandars 
who have weavers working under their supervision, and (3) depend- 
ent veaveis perpetually in debt either to a dealer in 3 'ain or a 
haikhandai and relying on him' for supplies The independent 
weavers and karkhandars receive 3 'ain at a high puce on credit on 
condition that the manufactured goods are sold through the lendei 
Karlliandars and the independent weavers vho work with their 
ovn capital either sell through the local dalal or an adatya to the 
merchant and, if they sell direct, they often find that purchasers 
insist on credit for a month or two during which they have to find 
accommodation from the soiocar at heavy rates of interest In 
addition to these difficulties, the products of the industry have to 
compete with machine-made goods Co-opeiative industrial socie- 
ties have been formed to enable the weavers to overcome these 
difficulties, but compared to the Magnitude of the industry, the 
■number of persons helped by the movement is exceedingly small. 
■One notable feature of these societies is that they have comparatively 
‘Small arrears 
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'^Hand-loom weaving — Madias — Theie are foui classes of 
.weavers 

(1) Those that weave cloth for lyots who give the yam and 

pay foi the labour This system is no longei common 

(2) Those vho buy yam, make cloth, sell it lu the local 

shandy oi havk it lound the villages, and cairy on 

'\ith the sale pioceeds 

(3) Those who huj yam fiom the local dealer on credit, 

selling back the cloth to him 

(4) Those who aie supplied v ith yarn and finance and letum 

the cloth to the sottea-' or master-dealer 

The foiuth class is generalh seiiously in debt vhile those in 
the thud class aie slight better off The foimer aie not 
at hbeity to sell when they like, and aie hound to sell their goods 
at an agreed piice to the mastel-wea^er or the meichant to whom 
they aie indebted Those in class (2) aie in a somewhat higher 
stage economically The difficulty of maiketing is great on 
account of the tact that the mill-made cloth governs the price of 
all The Industiies Depaitment has done much to improve the 
mdustr-y, but with existing difficulties efforts can onl^ hare very 
slow results The Co-opeiatne Department has organized socie- 
ties of various kinds, to provide raw material and to grant loans 
and to facilitate maiketing Theie were 45 purchase and sale 
societies exclusively for vea%ei'i on the 30th June 1020, vhich 
sold to the members law material worth about Ds 1 lakh 

Hand-loom weaving — Central Provinces — ^Theie has been a 
considerable decline in the number of people engaged in this- 
industry due to the competition of mill-made cloth and to ihe 
financial and marketing difficulties of the veaxers Thu Weaving 
Depaitment has been stud} mg the appaiatus of weaving and has 
introduced a numbei of improved lly-shuttle sleys m 1,750 centies 
capable of increasing the output by 75 pei cent hlo attention has, 
howevei , been paid to proper maiketing facilities foi the increased 
output, with the result that iii one centie the depression in puces- 
due to overproduction made the weaiers discaid the improved fly- 
shuttle The average small weaver purchases raw material on 
credit and pays heaxy interest charges concealed in high prices 
After manufacture, he has to sell the finished product for whatever 
price he can get 

Hand-loom loeaving — Piinjal? — About 200 co-operative societies' 
nave been formed to finance weavers These have brought down 
the cost of law mateiial to the weavers by 15 to 20 per cent They 
have not howevei been able yet to tackle successfully ■'■he problem 
of marketing, and the result has b'een that the wearer gets less 
tavourable teinis now from the middleman than befoie when Ihe 
weaver was dealing vith the middleman throughout A sales- 
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dep5t has been staited m Lahoie undei a managei specially selected 
foi his business capacity The Committee lefei to the lesults ot 
ceitain special enquiries made by co-operative industrial inspectors 
m five selected villages in fi\e distiicts Owing to competition 
with foreign imports and want of organization the vseaving indus- 
try was found to be declining 

(ii) Khadi inoduction — Br/ia? and Onssa — The business is run 
by the Bihar branch of the all-India Spinners’ Association which, 
sells raw materials and buys the fimshed product It also supplies 
the capital, managing ability and marketing oiganizaMon which 
the spinners and w'Caveis need Most of the materials are supplied 
at cost, or at the low'est possible j;iice, and the services ot many 
able workers are rendered free The Association suggests impiored 
methods and appliances wuth a view to mciease technical efficiency. 
The entire capital of about Bs 2 lakhs engaged in khadi pioduction 
in Bihar, wnth the exception of Bs 4,000 deposits from weaver", 
has been supphed by the central fund of the Association It is 
not knowm whether any interest is paid for this advance or for 
the advances in kind to the spinners and weavers Under this 
system, kJiodt worth Es 2} lakhs was produced in about 40 
centres, kJiadt worth Us 3,17,000 was sold in the year 1928-29 
and about Es 50,000 was paid in wages to weavers There were 
inevitable losses on pioneering w'oik in the first year, but last 
year, the third year of o|jeiation, showed a small profit The 
principal activity in this busmess is the production of yarn, by 
the use of the charKa, in the hands of persons who have had no 
previous experience m sprnmng The weaving part of the busme®'- 
IS carried on by the ordinary rural weavers The organvation has 
not been working long enough to judge whether it is hkely to be 
a permanent financial success Some of the pioneer ceiilres have 
been taken over by independent business organizations but it is 
too early to say whether profits will accrue In the slack season, 
when production is at a maximum and sa^es at their lowest level, 
the Association is compelled to take advances from banks on ovei- 
draft account against the security of its stocks 

(ill) The gold and silver thread industry — BorrJbay — ^The 
organization is similar to other cottage mdustries The market for 
the finished product is spread all over Bidia and the period of ‘^ole 
operations is prolonged , The bigger karkhandars are sometimes 
able to obtam deposits from the public The smaller merchants 
rely on indigenous bankers or bigger merchants The indebtedne'^a 
of dependent wprkers leads to sweated labour 

(iv) The Bhagalpur silk industry — Bihar and Orissa — ^This is 
now partly an organized andipaitly a cottage industry, 1,600 haitd- 
looms being owned by weav^eis and 250 by the lactones But the 
factories also finance and market the goods of the weavers who are 
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in cliionic debt to them and other merchants The weavers work'^ 
mo' in factories are equally indebted No weaver would work on 
hue foi a master unless he is paid Hs loO to Ns 200 in advance. 
No interest is charged foi this ad\ance, but if the weaver changes 
ins mastei it must be repaid by the new' master. The independ- 
ent iveai’eis borrow against jewelleiy or against personal security 
Only 30 pei cent aie fiee from debt The rest are piactically 
tied to then mahajans who have a sort of tiade combination 
to protect their unsecured debts No weaver can go to another 
mahajan without a certificate of discharge from Ins old mahajan 
A weaveis’ co-operative society was organized to help them, but 
the impiovidence, dishonesty and lack of security of ihe weavers 
prmed such stumbling blocks in the way of success that 
a Slim of Ns 80,000 was lost in the ventuie Advances in the 
shape of law materials instead of cash were tned bv the Bhagaipnr 
Ceiitial Co-opeiative Bank, but thcv were conveitcd into cash by 
the thriftless w'eavcrs bv ‘celling them at less than market puces 
Ooveinment have started a Silk Institute at Bhagalpui to teacii 
the weaveis the use of improved methods and appliances with the 
object of helping them to hold their own, but the independent 
weaver sutTeis in competition vvith the factory owners, and the 
industry IS thus slowly progressing towards its inevitable end, tbe 
factory stage 


(v) Silk-iLorm rearing and silk nearing — Assam — ^The rearing 
of the vaiious kinds of silk worms, endt, innga and pat, and silk 
weaving aie important cottage industnes in the Assam and Surma 
vallevs Most of the weaving is foi use in the household, but 
there aie professional weavers also who depend on the industry for 
their livelihood The Supeiiniendeiit of sericultme rs devoting 
much attention to the rearing of tlie pat worm which v’lelds fine 
silk, and progress has been made through ihe aid of six demonstra- 
tors There is a good market outside Assam for cndi and muga 
cloths, the pnee of which has greatly increased rn the last ten years 
M'ltnesses before the Provincial Committee have taken an optimis- 
tic view’ of the market The Government emporium at Gauhati 
buys cloth from the middleman and from the actual weaver and 
sells it, the weaver leceivnng the sale proceeds less a deduction of 
half or one anna in the rupee The Committee doubt whether 
much financial assistance is leqriiied by the rearer of sillc worms 
If, however, some help is required, they think that a small grant 
fioin the Department of Industries might be made The Gauhati 
emporium supplies good yarn at a reasonable rate to the silk 
weaver*; and finds a market for the finished goods Por further 
progress iii this direction, more capital rs sard to be needed and 
the Committee have recommended that Gov’ernment should 
increase the working capital of the emporium 
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(vi) Brasstoare tndmuy — Madras — ^Tlus industry thrives in 
Kumbakonam where there are about 100 smithies lun by workmen 
and their famihes and 125 run by master-workmen employmg 
othei workers undei them ,The owners take brass-sheets fiom 
the traders, receive wages m advance either in lump or instal- 
ments at stipulated rates, manufacture the articles required by 
the traders according to their specification and deliver the goods 
within a month, faihng which they pay interest at 12 pei cent 
beyond that period The master-workman gives advance^ to the 
workmen under him out of the advance received from the traders 
and pays them wages at a rate lower than that paid to him^' by 
the traders Some mastei -workmen buy bi ass-sheets on their own 
account either on credit from traders or from their own capital if 
they have any In these cases they sell then finished articles to 
dealeis in town for ready cash as they cannot afford to sell on credit 
to retail dealers outside the towns, but the traders appropriate 
the profit for themselves whether they give biass-sheets to the 
noikmen or the latter buy them on their own account Workmen 
have generally money dealings only with traders, who give them 
not only then wages in advance, but also lend additional sums if 
required The owned capital of traders is about Bs 10 lakhs with a 
boi lowed capital of an equal amount Bigger traders who have 
their own capital do not boiiow, but the smaller traders borrow 
from banks and occasionally from' indigenous bankers Landholdeis 
and’ others who have surplus cash to invest sometimes deposit their 
money with some of these traders The traders give their L'cass- 
jheets to workmen and pay them wages m advance , The finish- 
ed articles are sold mostly on credit to dealeis in vaiious paits of 
the Presidency and in Ceylon Articles are also sent for 
leady cash or agamst D/P drafts to the Telugn districts A small 
percentage of the articles is also sold for cash to local consumers 
The industry is practically lun by capitalist traders, the workers 
getting only their wages 

(vii) Brass lyidmtry —Central Provinces — ^The aitisan is either 
paid wages or remunerated foi his manufacturing chaiges Some 
artisans bonow money from money-lenders for the purchase of 
biass-sheets for their busmess 

(vin) Bell-metal industry — Central Provinces — This is a 
flourishing industry and the bulk of the wares is disposed of locally 
The big producers sell to itmeiant traders on credit, and the latter 
sell to wllageis on credit for fom to six months, i e , till harvest 
The itmeiant trader has to pay a higher price for credit purchases 
and in addition interest at 1 per cent pei month Some of the 
difficulties to be contended with are — 

(1) Competition of articles from Bankura (Bengal) due to the 
inferioiity of the metal and lower cost of manufactuie brought 
about by labour-saving machinery There is also the competition 
of aluminium and German-silver ware 
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(2) One big fiim lias obtained an ad\ance from the local blanch 
of the Allahabad Bank, but the teims aie not long enough to suit 
the s}stem ot defeired '^ales Some Poona and Calcutta firms from 
which lav in at filial is impoited giant credits foi a month at a time 

(i.\) BuJi-malang — Central Provinces — Tins is one of the 
most piomising forms of subsidiaiy industry that can be ae\ eloped 
m the immediate futuie The actual manufactuiing of bidis is a 
simple piocess and is easily leaint Provision for the ‘-upply of 
suitable Bombay tobacco can be made at reasonable tPini'- and the 
only other important lav material, viz , tendu leates, can be had 
in ahundance in the piOMiice The ordinal j ludi-inakei is paid 7 
annas a day for 1,000 hubs and many of them can eain about 
12 annas a day, if not more The buh establishments are largely 
managed by Gujeiatis and Maiwaii-., who have plenty of capital of 
then own The Committee’s enqimies ‘showed that the existuig 
factories do not stand in need of financial as-^istance 

(xl Cheroot mdustrij — Burma — The piincipal empIo\s local 
gills to make the cheioots by hand at Ins house, and he bivvs the 
tobacco and other materials with money boiiow'ed iioin the local 
Chettijais or other lenders commonh without sccuiity 

(\i) Bamboo mat vulustry — Assam — Adiances aie given by 
imddleinen in the shape of raw mateiials at high puces, the finished 
product IS sold to them at low puces, and there is consequent rmre- 
iiiuiieiative business The only w^ay to improve the situation is 
by oiganizing co-operatne societies 

(\ii) Carpet-u caving^ inij-mahiug, dc — United Ptovincc'y — 
Many small industries are followed in the pioMiice of a tipe suit- 
able to provide the cultnator with occupation foi his spare time 
Caipet-weaMiig is an important rural industry The dealers 
usually supply a am and dyes to the weai'ei, who advances to the 
loiiine'^nren workers In certain ullages of the Ganges valley the 
cultnator follows the profitable industry of tuikey-bieeding 
Plow’ei gardening and scent-raaking are also carried on in Aarious 
parts of the province, and oils and scents command a large sale in 
the towns of Bengal and Bihar In the sandy hhadn along the 
Ganges and the other rivers the making of ropes and baskets from 
glass or reeds is an important subsidiary industrv Blanket 
weaAing is a famous industiy in the sub-montane tracts and in 
some districts of the north-west the w'omen spinmng wool and 
then husbands spinning during spare hours in many districts 
(Mil) Poidtuj-jarnnnrj—Unxted Provinces —Much has been done 
to improve the poultry of the province during the last eight or ten 
y'eais Government have given assistance to the United Prorunces 
Poultry Association and the Itah Mission Parm, both of yvhich 
liaA’e done much to improve the breed of the country fowls 
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(xiv) Datry-farmmg — Assam — ^Foui milk supply societies 
financed by the Sylbet cential bank have been • termed and the 
inembeis who are also cultivatois are financed to enable tbem to buy 
^ood cows and to supply pure milk at a moderate price The sale of 
milk in Sylbet is aiianged by tbe central bank on bebalf of tbe 
societies Tbe loan is repaid by tbe members m easy terms by tbe 
daily supply of milk It is proposed to have m due course a milk 
union to super-vise tbe workmg of the societies Government 
have recently granted a loan of Its 3,000 free of interest for five 
years and also lent tbe services of the Manager of tbe Upper 
Shillong Farm for organizing and supervising the societies In 
<.eitain other parts of Assam large-scale dairy-farming is earned 
on, financed by Maiwaris There is a ready market for tbe pro- 
ducts, and especially for pure milk 

"Vv^OEK DONE BY INDUSTRIES AND CO-OPEEATIVE DEPARTMENTS IN THE 

Provinces. 

300 Tbe Department of Industries m Assam is intiodncing 
improved looms on the hue purchase system through co-operative 
societies and granting industrial loans at 6 per cent interest 
The Government emporium at Gaubati is providing a market for 
silk cloths, buying both from the middlemen and the actual 
veaveis There is a weaving mstitution at Gauhati and a new 
'weaving branch attached to the Sylbet Traimng School There 
are also -louiing weaving parties. 

The Government of Burma have for about ten years employed 
an oflScer as superintendent of cottage industries for the purpose 
of promoting cottage industiies and improving then materials, 
appliances and technique, and in particular to assist them in obtain- 
ing the credit thev need The officer works in close co-operation 
with the Co-operative Department Besides special co-opeiative 
societies formed for particular rndustries, mban co-operative banks 
also supply credit to artisans and small industrialists The rate of 
inteic'^t on loans fiom co-operative societies is per cent per 
mensem 

Though the Industries Department, winch was established in 
Bihar and Orissa in 1920, has some duties to perform for orga- 
nized industries, its mam function has hitherto been to assist the 
cottage workeis In this task it works m close touch with the 
Go-opeiative Department Between them the two departments 
endeavour to pro'\ude the cottage workers wuth (1) technical assist- 
ance, (2) marketing facilities, and (3) finance They have, to 
some extent, been successful in givmg technical assistance espe- 
cially to weavers by introducing more efficient hand-looms and 
supplying new ideas for patterns Technical assistance has been 
supplied both by central institutes at which workers can be 
'trained and by peripatetic instructors The Cottage Industries 
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Institute has done something in the sphere of marketing, and 
central banks have also attempted to market the products of th& 
membeis of special societies such as weavers and bell-metal 
workers Through these societies too finance has been supplied 
Under the Bihai and Orissa State Aid to Industries Act, provision 
IS made foi the giant of assistance by Government in the form of 
pwpaganda, demonstration and techmcal assistance But the 
Provincial Committee lepoits that the possibilities of developmg 
cottage industries m rural areas have not been as well examined 
as one should desiie 

The Co-opeiative Department m Madras along with the Indus- 
tries Department has done a great deal of woik in improving cottage 
industries, and in organizing societies of various kinds to provide 
raw materials, to grant loans and to facilitate marketing^ Under 
the Madias State Aid to Industries Act, Government assistance is 
available for cottage industries 

The United Provinces Committee lepoit that the Industries 
Department has attempted with success to improve techmcal and 
industrial tiaming The Provincial School of Aits and Ciafts 
devotes itself to artistic education, though of late the school is 
lepoited to be moie concerned with profit than art 

301 There is little doubt that one of the main reasons for the 
decline of some of the cottage industries is the lack of interest 
taken by Government in the past, at any rate up to 1921, in the 
tostering and development of these industiies The cncumstances 
w^hich led to this situation are detailed moie fully in Chajiter XVI; 
and w^e should heie like to observe that the policy therein out- 
lined in legaid to the attitude of Government towards industries 
in geneial befoie 1921 applies also to cottage industries After 
1921 some piogress has been made in several of the piovmces in 
the diiection of the development of these mdustiies, but it will 
take some time to make up the lee-way arising out of the policj’^ 
of inacnon in previous years In view of the fact that some of 
these industries piovrde subsidiary occupations for the large mass 
of the agricultural population, wmle some others are hkel} to 
provide alternative occupation for people now engaged in agiicul- 
tuie, we consider that provincial Governments should devote their 
earnest attention to the development of these mdustries 

302 Prom a study of the Provincial Committees’ Deports we 
have come to the conclusion that by the introduction of new and 
the expansion of the existing industries much can be done to 
provide the cultivator with a suitable subsidiary occupation for 
his spare time Despite a complete lack of organization theie 
sse many thiiving industiies with established markets both m 
India and overseas All the industries stand in need of oigani- 
zation and guidance in the selection of designs and processes, 
assistance m obtaining suitable tools m marketing, in the diffusion 



RUEAL FINANCE — CRURAL AND COTTAGE INDUSTRIES 


&49 


of market intelligence and m the advertising of their -wares The 
cheap supply of po-wer for agricultural purposes is likely to stimulate 
some of the existing industries and also to enable new industries 
being started There is a good deal of useful work that can be 
done by both the Co-operative and Industries Depaitments in the 
intioduction of new and the development of existing cottage in- 
dustiies which will ultimate^ result m relieving the poverty of 
the small cultivate! and raising his standard of living 

303 A common feature about these industries is that the people 
engaged in them do not, as a rule, make for stock hut only make 
to Older, ha-ving receiied the necessary raw material or an advance 
m mone-^ This is said to be due to a vanetj of reasons, viz 

(1) lack of capital, 

(2) uncertainty about marketing products due to importation 

of cheaper and more convenient substitutes , 

(3) unwilhngness to take up contracts foi continued regular 

supply due to inability to oiganize the business so as 
to obtain umfoimity of quality in the raw mateiial 
and m the workmanship, 

(4) need foi co-ordinating specialized functions in such in- 

dustries , 

(5) the lengthy technical piocesses involved in some indus- 

tries such as calico-printing and the inability of a 
small artisan to lock up his capital foi long , and 

(6) the seasonal nature of the industry and the facilities- 

afforded by the middleman to keep the artisan going 
during the slack season 

304 The lesult of working on lavv materials supplied by dealers 
on credit and selling the finished products to the dealers is said 
to be generally to the detriment of the artisan, as he has to pay ai 
higher price for the raw materials supplied on credit in addition 
to interest on then value, and is allowed lowei puces on the 
manufactured goods In oui opinion, the remedy for this state 
of affaiis lies in the foimation of co-operative societies for helping 
the artisans, though the general experience of the working of co- 
operative artisan societies has not been satisfactoiy so far in most 
of the provinces Some industrial co-opeiative societies are, 
however, workmg successfully Foi instance, the Basin Weaver 
Society is reported by the Central Provinces Committee to be 
working very successfully Other instances are also found in other 
Provincial Committees’ Pepoits The chief difficulties to be sur- 
mounted are generally — 

(i) indebtedness of the artisans, 

(ii) lack of organization among them, and 

(ill) marketing difficulties 
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Present financial facilities. 

305 The financial needs of the luial and cottage mdustnes may 
fie summed up under tfiiee heads 

(i) puichase of lav mateiials, 

(n) woihing expenses duiing the peiiod of production , and 

(m) financial accommodation bc^^^een the peiiod of pro- 
duction and the final disposal b\ ‘^ale in the up-couniiy 
maikets 

306 The financial agencies are 

(i) the uiban and ruial mone^ -lender , 

(u) the meichant oi dealei in raiv materials or produce of 
an mdusti\ 

(in) the co-oiieiatne hanks and pioduceis’ societies, 

(iv) the Impel lal Bank ot India and the ]oinc-stotk banks, 
and 

(i) Government tluough the Depaitment of Industiies and 
the Co-opeiatne Department 

Seveial PioMiicial Committees lepoit that the Imperial Bank oi 
India and the joint-stock banks pioiide practicail\ no finance at 
ail to these luial mdustnes The enteipiencm is, under the exist- 
ing oigamratiou ot small indu''tiies, the doiimiiitmg figuie His 
methods and the moue^-lendei s methods aic leiiorted to be far 
fiom satisfactoij The lates of inteiest chniged In tliem, in most 
cases, aie exoibitant Some independent aitisans nork on their 
onm It the} aie pait time agucultmists onnmg land, it is easy 
to laise mone} on its secuuti at the usual late, but where tins 
ciedit lesouicG is lacking, thev ha\e to bnnon fiom the mone}- 
lencleis who buy then finished product and nho sell the raw 
mateiials As examples of the inifiicst intcs paid In tiadors and 
aitisans, the folloning mav be quoted fiom the PioMncial Bepoits 
The wea\ei in the Punjab pa\s inteicst \ arc mg from 121 to 37} 
per cent The mastei woikmen in the hinss industiy in iNladias 
buy then sheets on ciedit fiom tiadcis paMiig 12 poi cent inteiest 
Aitisan^; in this industi} in the Cential Pimmces hare to pay 
mone} -lendei s inteiest at 2 to 15 pei cent nei annum In the 
case of the bell-metal industr} the films who supplv law mateiials 
chaige interest at 7} to 1*2 pei cent pei annum. Weavers in the 
silk industiy in Bhagalpui pn} 121 pei cent on loans against 
oinaments and higliei lates on loans on pei'^onal security The 
Chetti}ai s late of interest to people engaged in the cheioot 
industry in Burma aie 1} to 2 iici cent nei mensem In Bombav 
bigger harUiandais pay 3 to 4} per cent on deposits from the 
public , smaller merchants pay 6 to 2 per cent on loans from indi- 
^-enous hankers and bigger merchants 
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What credit agencies can do. 

307 A pioper agency foi financing the ruial industrialist on 
cheap terms and foi rescuing him from the clutches of the money- 
lendei and the middleman, where these diive unfaii bargains witli 
him legaiding supply oi law matenal and sale of finished product, 
appeals to be very essential In spite of the not very hopeful 
experience in the past, we think that co-operative mdustiial banks 
01 veil oiganised co-opeiative uiban banks are the best agencies to 
meet the requiiements of these industiies satisfactorily We 
Tecommend that co-opeiative institutions should be established to 
finance the luial industiies on a laigei scale than at present 
German expeiience in the field of co-operative oiganization for 
small industries and small traders and retaileis is worth studying, 
and this might be done by deputing men to go and study the 
pioblem on the spot, as it is not possible to lay down general 
pijiiciples in the case of small industries as can be done in the 
case of large industnes Such institutions should be able to tackle 
the problem of indebtedness of the artisans, and by propaganda 
and education remove Ihe existing defects in their character and 
efficienc} We recommend that Government should give assistance 
in connection with propaganda and education and should also be 
prepared to provide funds foi the movement if it giows on a large 
scale and is in need of such funds 


Technical adviser to industrial societies. 

303 It is not necessary foi the co-operative societies dealing 
with such industnes to have indnstiial or technical adnsers on their 
pemianent staff A manager with ordinaiw commonsense should 
be able to cany on, and there should be no difficulty in securing valu- 
able advice and guidance from thp people in charge of large-scale 
industries without any cost 


WiBEHOUSES AND CO-OPEBATIVE SALE SOCIETIES AND DEPOTS 

309 The Piovmcial Committees have also recommended the 
establishment of licen'^ed v alehouses and co-operative wholesale 
depots foi storing and sale of products of cottage industries We 
are in agieemeirt with this lecommenda+ion and we hope that 
vith the help of these warehouses and wholesale depots, and under 
the competent guidance of the provincial marketing boards which 
we hare lecommended elsewhere, most of the marketing difficulties 
vill be reduced, if not altogether removed Co-operative sale 
societies could also be of much help in opening markets for pro- 
■ducts of rural industries in commercial centres 
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310 We may refer m this connection to the usefsl work dono 
by the Arts and Crafts Emporium', Lucknow, which is reported 
to have established a contact between the products of the cottage 
and village industries m the province with internal and external 
markets We support the recommendation of the United Provinces 
Committee that its actiiities should be extended in vanous direc- 
tions such as imparting commercial and technical education to 
the industry and trade, assisting in the production of approved 
designs prepared by the School of Arts and Crafts, advertising the 
artistic products of the industries and acting as the headquarters 
of a 6} stem of sale depots not only in the province but also in the 
major towns of other piovmceb 

State Aid to Industries Act. 

311 The Central Pioi inces and Bengal Committees have recom- 
mended the enactment of State Aid to Industiies Acts in their pro- 
vinces on lines siinilai to those in Madia'; and Bihar and Orissa 
We commend these proposals to the Provincial Goveimments for 
their consideration and w'c are glad to note that '^uch a Bill has 
been brought before the Bengal Legislative Council, though we 
have no infoimation regarding its progress Wc rcfoi auain to 
these Acts latei on in paragraphs 114 to 418 in connection with 
organized industries The pioMucial indu'^tiial coipoiations which 
we have lecomraendcd elsevbcre ma\ aho help rural and cottage 
industries 



CHAPTER XV. 


FINANCIAL REQUIREMENTS OF OTHER CLASSES OF 

POPUITATION 

312 We have dealt m the preceding chapters with the financial 
lequnements of the agncultunst and the people engaged m small 
iiiial and cottage industries We shall deal in later chapters with 
the financial facilities required by the classes of population engaged 
in small, middle-sized and large industries, and m foreign trade 
In this chapter we shall devote some attention to the needs of the 
mteimediate classes of the population, namely, the middle class 
people, small tradeis and shopkeepeis, salaried classes, contractors 
and labouiers. 


Middle Class Population 

313 In Older to illustrate the pioblems of the middle class 
population we summarize below the position of this class from 
the Reports of some of the Piovincial Committees 

Bengal — Ciedit is lequired foi financing individuals to take up 
definite occupations There is no association or mstitution for this 
puipose which could give credit on the personal security of the 
boirower or on the guarantee of a third paity, but the need for such 
institutions is gieat owing to the giowing unemployment among the 
middle class population Financial accommodation is also requned 
by this class for the acquisition of houses and othei tangible assets, 
loans for which can be repaid in instalments 

BiJiar and Orissa — Loans requned by piofessional men and 
otheio engaged m miscellaneous occupations are mostly on the 
security of house property, jewellery, fixed deposits, insurance 
policies and stock exchange securities Very few banks lend 
against personal security alone, the money-lendei charging high 
rates of interest being the usual resort m such cases The insurance 
companies and the Imperial Banlt, of India advance only agamst 
fiist classs security such as Government securities and msurance 
policies, but such advances are not large Jomt-stock banks in the 
province take a much larger share than might be expected in 
financing this class of population and it is said that the high rates 
of interest so obtamed have the unfortunate tendency of divertmg 
then resources from productive credit to consumers’ credit 

The Central Areas . — The Central Areas Committee have also 
urged the need for financial accommodation for the urban com- 
munity and have referred specially to the facilities for acquiring 
houses 
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Bumia — The Buima Committee lefei to the example set m 
New Yoik by the Peisonal Loan Depaitment of the National City 
Bank of New Yoik which giants loans of Es 150 to Es 3,000 to 
any peison who earns a legiilai income oi has his own business, 
on peisonal secuiit} , on the secuiity of guaiantois, oi on suitable 
collateial secuiity Facilities are given foi repayment by monthly 
instalments and arrangements are made foi the insurance of the 
life of the boriow'ei Loans are also lequiied to pa^ medical and 
educational expenses, taxes oi insuiance piemia and for other 
objects such as the purchase of household equipment 

Sal'iuied Classes 

314 The Bihar and Orissa Committee lepoit that a large 
majority of the salaried classes boiiow' from money-lenders at 
ruinous rates of interest The Central Areas Committee also lefei 
to the need of the clerks in Goiernment and Municipal seiwices for 
finance for purchase of houses mamages in the family and educa- 
tion of children and add that some of them are actually iia'^ing high 
rates of interest varying from 37-1 to 300 per cent 

Contractors 

315 Contractors form a large class of urban boiiowers in all 
provinces and have often to borrow for carrying out then contracts 
Like agricultimsts and traders they are at present compelled to 
pay high rates of interest and their loans are from jomt-stock banks 
and urban money-lenders on the security of bouse property, 
jewellery and cash certificates In many cases, no security is 
ordinarily available and con‘?equently they have to subject them- 
selves to paying the heavy charges of money-lenders 

Small Traders and Shop-keepers 

316 Small traders and shop-keepeis also find difficulty in secur- 
ing credit on reasonable terms and have to depend upon money- 
lenders for finance These traders and shop-keepers have them- 
selves to give credit to most of the salaried and professional classe-j 
in the cities 


Co-operative Urban Banks 

317 Most of the Provincial Committee agree that co-operative 
credit societies of the Schultze-Delitzsch t^^pe are the most suitable 
bankmg agencies for all middle class and w oiking peojile other than 
agricultunsts We agree with the Provincial Committees and re- 
commend that limited liability co-opeiative societies, generally 
known as urban banks, should be established, wdieievei necessary 
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facilities and conditions exist, foi the benefit of these classes of the 
population We have suggested in connection with the agricul- 
tural primary societies that then membership must not be confined 
to a special creed, caste oi calling oi to a special class of agiicul- 
tuiists In the case of these uiban banks, we 'do not see any objec- 
tion to special societies foi salaiy-eainSis if these societies aie 
looked u]Don as tin if t societies for collecting and investing the 
savings of then membeis The duty of these urban banks should, 
be to try to do for the small trader, the small meichant and the 
middle class population what the commercial banks are doing for 
the big trader and the big meichant 

318 The following statement giving the number of members 
and capital of the urban banks working in the various provinces 
on the 30th June 1930“ sho^^'s the piogiess of this class of co-opeia- 
tive society in India and the vast scope that still exists for their 
further expansion in the future — 

Urban BariLs 


— 

1 

Number 

of 

Socie 

ties 

Member 

ship 

In thousands 

Share 

Capital 

and 

Reserve 

Depo- 

sits 

Loans 

Total 

Working 

Capital 


1 


j ! 

Rs 

Rs 

Rs 

Rs 

A]mer Merwara 

47 

■■ 

90 

3,26 

28 

4,44 

Assam 

4S 

8,644 

3,51 

10,71 

26 

14,48 

Bengal 

Not furnished 





Bihar and Orissa 

79 

16,214 

10,95 

12,93 

1,60 

25,48 

Bombay 

7G 


65,80 

2,10,59 


2,82,4r 

Burma 

I 91 


17,95 

i 10,14 



Central Provinces 

Not fnrn’shed 1 





C 







Delhi . * 

yot fi rnislied 





Madras 

946 

1 203,714 

84,64 

64,47 

1,06,24 

2,55,35 

North- W^'est Frontier 

Not furribhed 





Prov ince 

I 

' 


1 

i 


Punjab 


29,877 

Fi 

gures not availab' 

le 

Umted Provinces 

1 

20,568 

9,67 


43 

18,95 


* The dates vary -^nth reierence to the co operative year in each province r 
the latest figures available are gn en 
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319 In view of the impoitance of the expansion of urban 
banks, "ue have discussed tins subject in some detail with the 
foieign banking experts and -ue make the following lecommenda- 
tions — 

(i) .4reo of operatxon — ^The development of laige uiban banks 
should be encouraged though lestiictions on the aiea of opeiation 
may be considered with lefeience to the extent and population ot 
the towns seived by the«e banks so that the opeiations of the bank 
may not become unwieldy 

(ii) Share Capital — In view' of the fact that uiban banks aie 
on the limited liability basis, unlike agiicultuial ciedit societies 
where the liability is unlimited, we see no objection to members 
of the urban banks being asked oidmaiilv to take up reserve liabi- 
lity not exceeding twice the subscribed share capital ‘Where the 
share capital is fixed at a relatively small figure, the reserve liabi- 
lity’ may, however, be coiiespondinglv' high in order to create a 
sound business basis We consider this kind of additional liability 
a good safeguard for creditors in case of bankruptcy, and it is cal- 
culated to enhanc6 the confidence of the investing public 

(ill) Management — ^It is necessary to have as manager a quali- 
fied person trained in banking This necessity arises from the 
tact that there is not the same mutual inteiest in such mstitiitions 
as IS expected to exist in agricultural credit societies As m the 
case of the latter societies, we do not see the necessity for ci eating 
in these urban societies supervising boards apart from the manag- 
ing committees 

(iv) Business — There is no objection to these institutions 
doing all kinds of banking business to meet the lequiiements of 
-then members, but they should be debaiTed from entering into 
foiw’aid deliv'eiy contracts in any market either on then own 
account or on account of the members As money circulates more 

■lapidly in urban centres than in villages, these urban banks, on 
account of this special feature, do modern advanced bankrng busi- 
ness and deal with their members on current account The grant- 
ing of cash credits, dealing in cheques, collecting and discounting 
inland bills, clearing and remittance business havq;>all been per- 
mitted nearly eveiyw’here for urban co-opeiatrve credit societies and 
should be encouraged in India also 

(v) 'Advances — Advances should ordinarily not be for long 
■term, but if the banks have adequate lesouices, they can grant 
intermediate credits up to 50 per cent of then share capital and 
reserves and 75 per cent of the long-term deposits, in conformity, 

111 the latter case, wutli the periods of maturity 

We agree with the Bombay Committee that urban banks 
should not be allowed to finance joint-stock concerns as they are 
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not intended foi such' concerns Urban piimary non-ciedit socie- 
ties may be financed by urban banks according to special local 
conditions 

We recommend tbat urban banks may be permitted to advance 
money on the secuiity of gold and silver ornaments, on the former 
up to 75 pel cent and on the latter up to 50 per cent of the value. 
Such loans need not necessaiily be limited to the individual 
boirowing powei of the members as fixed by the managing com- 
mittee Greatest care is, however, required m valuing and hold- 
mg in custody gold and silver pledged with the bank Advances 
to tiaders may also be given on sound and authorized warehouse 
receipts We also recommend that so far as possible these urban 
banks may adopt the Moms plan of advancing and recouping loans, 
particularly to the salaried classes, whose character and income, as 
well as sureties, are sound The principal features of the plan are 
usually as follows — 

The Moms plan bank is oigamzed to meet the credit needs of 
the salaried men who cannot approach the regular banks In the 
case of the salaned man the following procedure is adopted 
Loans are made on the apphcant furnishing references as to his 
chaiactei and income and two good sureties If he borrows 
$50 00, inteiest is deducted at 6 per cent for the year and 
he is paid $47 00 on his agreeing to become a subscriber to the 
C class ceitificate on the basis of fifty weekly instalments of 8*1 00 
each Theie is a penalty of five cents in the case of default ot any 
instalment As soon as the fifty payments are made he becomes 
the holder of a paid-up certificate, but his loan is due only after two- 
more weeks when he can use the certificate eithei to cancel the 
loan 01 to obtain a B Class certificate with inteiest at 5 pei cent 
and make new anangements for the repayment of the old loan. 
He lidb thus come to bonow but remains to lend as, once the habit 
of saving the weekly dollar is created, it goes on He could use 
the B Class certificates as collateial for new loans but he need 
not pro^ude sureties in this case He can cash these certificates 
on a month’s notice Thus the man who would have been at the 
meicy of a loan shark is conveited into a valuable co-opera toi 

(vi) Financing agency and balancing centre — As far as possible 
the co-operative central banks should act s'? financing agencies and 
balancing centres for non-agiicultural urban banks lecommended 
above Where urban banks are stronger than central co-operative 
banks or where the latter do not meet the special requiremerts of 
urban banks, urban banks should be allowed to deal directly with 
the provincial co-opeiative bank Sufficient cash balances should 
be kept by urban banks with the central or the provincial bank 
from which they receive discount or rediscount facilities It might 

R 
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“So'j 

be iiecessan , if theie is a consideiable developmeut of nibau 
' aiibs that the lattei should lia\e thou ova cential banks diflei- 
-ent fioiii the cential banks of agiunltiiial ciedit societies But it 
vill lie niidesnable to ha’ve a sepal ate ajiex bank Theie should 
be onh one iHOMiicial bank apait horn the }iioMncial land inoitgage 
coipoiation 

(All) Eclafions iiitli commruial hnnh-, — With the appioial of 
■*he Ee^istiai, laige iiiban banks may be alloAAcd to keep accounts 
AAith commeicial banks, especi.illy toi the pm pose of discounting, 
dealing and lemitlance business 

(a ill) AuchUnq — Oui pioposals legaiding piovincial and distiict 
audit unions in Cliaptei IX apply to the audit of uiban banks aho 

i 

Co-orLR ATiAui SocirTirs roii Lvbotjrers 

320 The Bihai and Oiissa Committee liaA^e given some atten- 
tion to the lequnements of labouiing classes loi ciedit and haAe 
jiointed out that c o-ojicialue societies oigain/ed Joi them IniAe not 
been paiticulaih successful OAAing to the lack of tniift and educa- 
tion on the pait of the ineinbeis .\s |X)inted out b’ the ToAcnsend 
Committee on Co-opeiation in Madias, lahouung classes aie e\- 
ticineh pool and co-opeiatiAc societies foi these classes oflei special 
luoblems of oigani^ation. supeniMon and finance Wc shaie the 
hope of the Bihai and Oussa Conninttcc that education and holtei 
oigani/ation maN enable the landless kbouiing classes to foiin and 
AAoik succcssfulh co-opeiatiAe societies of then oaaii and theieby 
escape the e\il eHects ol lesoit to mone\-lendeis We also support 
the lecommendation of the Committee that employeis should m 
then OAAii inteiest gne gieatei attention to the piOA’ision of ciedit 
facilities foi then emplovees and should also take more pait m the 
supeiAision of co-opeiatne societies staited foi then benefit We 
suggest that emploAeis may a.ssist the co-opeiatiAe oiganr/ations 
liA effecting lecoAeiies of loans Iia' deductions fiom AAages, an 
aiiangement aaIiicIi mav foim jiail of the contiact foi advancing 
the loan the societies 

Other Agencies 

321 We do not think that co-opeiatne luban banks alone can 
sohe the problem of the classes of population AA*e have mentioned 
above Prnate enterpiise on a commercial scale should also go 
hand in hand vith the development of co-opeiative oiganizations 
In Geimany, foi example theie is a gieat number of public bank- 
ing institutions Avhich go by the name of City Moitgage Institu- 
/lons, vdneh are the result of extension to cities of the principle 
of Landschaffen in agiicnltmal aieas They aie engaged in the 
business of giantmg amoitization loans to OAvneis of impioved real 
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estate oi of land in pioce<-s of being developed In then oiganiza- 
xtion and then legulatious they lesembie the Lanchchaft^n The 
'ebtabhslnneiit of similai institutions in India is a mattei of urgent 
necessity Such institutions may be useful in leheMUg some of 
the sound loan offices m Bengal and some uiban co-opeiative 
banks elsenheie of pait of then land and house mortgage business 
'vhicli IS not then noimal function These latter institutions can 
then lender greater help to the middle classes by Ininishing shoit- 
teim credit, keeping then assets more liquid and mcieasnig the 
%elocity of the ciiculation of capital 
' 322 The Biliai and Oiissa Committee have lefened to the 

rdifficulty placed in the way of contiactois getting finance at leason- 
.uble rates by the existing rules of business and methods of accounts 
"of the Public Works Department and public bodies, uhicli does 
not allow of all pa"^ merits being made to the contiactois through 
uhen financing banks or bankers They hare accordingly recom- 
mended that contiactois should bo encoinaged to arrange finance 
tlnoiigh appioied banks or bankers and that the acceptance of 
tenders should be comininncated to the coiiti actor as well as to the 
I'ank, which should fnithei be assmed that all monies due to the 
contiactoi mil be paid to it On the basis of this airangemeirt 
hanks would be prepared to finance contractors up to approved 
limits at louei lates of inteiest than are charged at present We 
support the lecoramendation of the Provincial Committee that any 
technical difficulties in the way of implementing such aiiangement 
should be removed 
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FINANCIAL EEQUIEBMENTS OF INDUSTEIES 

Tm^ POSITION OF INDTJSTBIES IN THE ECONOMIC LIFE OF THE COENTEY^ 

323 India is piedominaiitly an agiicultuial country Accord- 
ing to the census tables of 1921, onl> about ten per cent of the- 
population was emplojed in industrial occupations as compared 
with about 73 per cent on agncultuie At the same time, the 
need for industiiabzation in India is great from a pureh economic- 
jioint of V]e\\ as well as in the interests of the agricultural 
population of India. 

324 The policy follo-ued by the Eiitisb Admimstration m 
India in legaid to the deielopment of industries up to tlie time- 
of the Great Wai is explained in the following passage taken 
from paragraph lOo of the Eeport of the Indian Industrial Com- 
mission (1916*18) — 

“The commcicial instincts of the East India Com- 
pany had fiom its earliest days in this coiintn led 
it to make ^.ulous attempts to impio\e those Indian 
industiics fiom ixluch its expoit trade uas largely 
diawn, as, foi example, b} oiganizing and financing 
the manufactuie of cotton and silk piece-goods and 
silk -^ain, although this policy met Mith o^iposition 
fiom vested interests in England, Minch -vieie at one 
time suCBcientL poueiful to insist that it should he 
suspended and that the Compairs should instead con- 
centrate on the export fiom India of the law 
material necessaiy foi manufactures in England 
The effects of this tiaditional policv* continued foi 
some time after the Company had ceased to he a 
tiading body, and even aftei it had been replaced" 
by the direct i-ule of tlie Groivn, and doubtless 
moulded such subsequent effoits as -u’erc made in the 
same direction by Government But as Imsscz ione 
vieivs giadually gained increasing acceptance both 
in England and in India, these spasmodic efforTs 
became less frequent, and the first attempt at n 
geneial policy of industrial development took only 
two forms--a veiv imperfect piovision of technical 
and industrial education, and the collection and dis- 
semination of commercial and industrial informa- 
tion ” 

» For instances of tins policv sec pages 207 to *100 of the Report of the Indian 
Industrial Commission 
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325 This policy of non-mteivention in the development of 
Indian industries was geneially pin sued up to 1914 Sporadic 
■effoits foi giving active assistance to industiies w^eie, however, 
made by some of the local Governments, and these led m Madias 
to the development of the aluminium hollo w-waie and cliiome- 
taniiing enferpiises Provincial departments of industiies weie 
also set up before 1914 in many of the provinces, though in most 
oases they existed only in a state of embryo This policy of non- 
intervention of Government and then attitude towards the indus- 
trial development of the countiy combined with instances of 
anomalies in the fiscal, lailway and stores pm chase policies till 
recently followed in the countiy has exposed the Government to 
the charge of open hostility towards the irjterests of Indian indus- 
tries prompted by the over-riding consideration of advancing 
British interests We would hke in this connection to refei to 
the speech of the President of the thud session of the Indian 
Industrial and Commercial Congress, 1926 

326 In spite of the lack of any support from the Goveinment 
and the prevalence of deterrent factors which the Government did 
Tiot attempt to remove, it is indisputable that there has been con- 
siderable progress in the last three or four decades in the matter of 
industrial development m India The number of )omt stock 
companies at work registered m India with rupee capital has 
inci eased from 1,309 with a paid-up capital of Bs 29 crores m 
1895-96, to 5,189 with a paid-up capital of Es 231 crores in 1921- 
22, and to 6,330 with a paid-up capital of Es 279 crores in 
1928-29, this being the last year for which statistics are available 
Some fuithei idea of this development can be obtained by examin- 
ing the position in regard to five principal industries, namely, 
"jute, cotton, iron and steel, coal, and tea The numbers ot looms 
and spindles emplo 5 ^ed in the ]ute mills have increased from about 
10,000 and 215 000 respectively in 1895-96 to 50,000 and 1,068,000 
in 1924-25 The total Indian production of cotton mills has 
increased from 423 million pounds in case of yarn and 83 million 
•pounds m case of woven goods in 1896-97 to 719 million and 459 
million pounds respectively in 1924-25 The production of pig 
iron has advanced from 35,000 tons in 1901 to 884,000 tons m 
1924-25 The production of coal has expanded from 3} million 
tons in 1895 to 21 niilhon tons in 1925 The total export of tea 
has increased from 139 million pounds in 1895-96 to 348 million 
pounds m 1924-25 f 

327 At the same time, there is a general feeling in India that 
■the progress made by India in her industrial development during 

* Report of the third session of the Indian Indust-inl and Commerc al 
Congress, 1926, pages 19 and 20 

t The figures aRer 1924-25 have not been given, as in eomr> cases the pro 
eduction in recent years has been helped by the imposition of protectn e 
duties on imports 
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the last fift\ jeais is ^elvmeag^e compaied with hei vast lesomces 
and the need"^ of hei laige population This is fully home out 
b\ the extent of hei dependence on the impoits of foieign inanu- 
factuies In 1928-29, foi instance, the total value of the import- 
ed ai tides, inainh oi whollj" mamifactuied, amounted to about 
JIs 180 cioies out of the total impoits of Es 253 cioies^ while 
the total \alne of expoited ai tides, mainly oi whollj manufactured, 
amounted to Es 90 cioies out of the total expoits of Es 330 
cioies As against these figuies, the value ot law mateiials and 
pioduce and articles mainh unmanufactuied expoited from the 
countic amounted to as much as Es 170 cioies, while the 
^ahle of such ai tides impoited fiom othei countiies duiing 
the same \eai amounted to about Es 23 cioies As the 
Indnstiial Commission obseiied ' “India pioduces neaily 
all the law mateiials necessai\ foi the lequnements of a modem 
connimnitr but is unable to maniifactuie many of the aitides and 
mateiials essential alike m times of peace and wai ’ India is 
still aimed v holly dependent on foieign conntiies foi the plant 
and machmcn and chemicals •'diich she lequiicc a id the jnoduc- 
tion of vhich mav he legaided as the index of the industiial pio- 
giess of an-^ coiintn The need for a lapid industiiahzation ot 

the countiv can haidlv be exaggeiated fiom a ptnely economic 
point of Men, as it will tend to absoib that portion of the popula- 
tion which cannot he suppoited by agiicultuie, will piovide a 
lemecly foi the giadtialh incieasmg unemployment among the 
middle class people, and will lesult in an impioyement in the 
standaid of Ining geneially As eaily as 1880 it wms obseiwed 
by the Indian Famine Commission that “at the root of mucli 
of the poveity of the people of Incha and the iisks to winch they 
aie exposed in seasons of scaicity lies the unfoitunate ciicumstance 
that agiicultuie foi ms almost the sole occupation of the mass of 
the population” 

328 It IS no wonder that foi some years befoie the Gieat Wai 
Indian economists and Indian politicians had expiessed then dis- 
contentment with the economic dependence of India on foreign 
money and foieign manufactuies Accoiding to them^ the domina- 
tion wdnch the capital, enteipiise and skill of England exercised 
over the tiade and manufactuies of India Kad “an insidi- 
ous irdiience which paialysed the spiings of all the yarious actfn- 
ties which togethei make up the life of a nation ”f The discon- 
tentment was voiced m the Indian Industna'^ Conference which 
began in 1905 The Government of India, howevei, did not accept 
lesponsibihtv foi giving active assistance to industries until after 
the outbreak of the Great War, when the contiaction of commerce 
in the AVest seiied to bung home in a stiiking mannei the extent 
of India’s economic dependence on Europe 

* Official sutnmar's of report 

t Ranade — ^Essays on Indian EconomicR, Srd Edition, page 92 
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3‘29 111 1916 Government appointed the Indian Indnstiial Com- 
mission That bodj’^ reported in 1918 , and as they obsei\ ed in the 
toummaiy of then lepoit, the consti active proposals made by them 
depended on the acceptance of t\io pimciples — 

(1) that m future Government must play an actne pait in 

the iiidustiial development of the country, with the 
aim of making India inoie self-contained in lespect 
of men and mateiial, and 

(2) that it is impossible foi Government to undeitake tliat 

pait, unlesb pioMded with adequate administiative 
equipment and foieaimed with lehable scientific and 
technical ad\nce 

The pioblem, as it piesented itself to the Commission was largely 
one of oigamzation, and the machmeiy uhidi the-^ proposed to 
set up nicluded central and pioMiicial depaitments of industiies 
manned laigelv by all-India scientific and technical sel^^ces Ac- 
coiding to then lecomraendations, the main activities of Govern- 
ment in respect of mdustiies vieie to include, (If leseaich^ ( 2 ) 
industiial and technical education, (3) comnieicial and iiidustiial 
intelligence, (4) dnect assistance, technical and financial, and (5) 
the purchase of stores The Montagu-Chelinsfoid Eepoit on 
Constitutional Refoims, 1917, also recognized that "the Govern- 
ment must admit and shouldei its responsibility foi fuitheiing the 
mdustiial development of the country ” Latei, the appointment 
of the Taiiff Board, on the recommendations of the Fiscal Coininis- 
sion, contributed its sliaie to the progress of industrialization in 
India, the mdustiies winch have benefited most as a result of the 
action taken on the lecommendations of the Board being cotton 
textiles, lion and steel, and match 

330 Undei the changes made in the Indian constitution in 
1921, the main lesponsibilitv foi the development of industries bv 
the State passed to the Ministers in the provinces This change 
made it impossible for the Gov^einments concerned to give 
effect m full to the organization recommended by the In- 
dustrial Commission Never theless, "he various recommenda- 
tions of the Commission fuimshed the Ministers with valuable 
material indicating the lines on which they’- might proceed in the 
discharge of then responsibilities in the mattei Some 
amount of progress on the lines advocated by the Commission has 
taken place in almost eveiy’^ piovmce, though the financial diffi- 
culties of recent years and the limitations imposed on the spending 
pov\’ers of Ministers by the diaicliical form of constitution have 
operated as impediments An account of the action token m 
vaiious dnections like organization technical education, develop- 
ment of cottage industries, lesearch and investigations financial 
assistance, etc , will be found in Clow’s "The State and 
Industry”, published in 1928, which also gives the action taken 
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by the Cential Government m matters witlr which the latter are 
concerned, includmg “protection ” 

331 There is, however, still a considerable amount of feeling 
among the intelligentsia of India that the State, and particularly 
rhe Central Government, is not taking as much interest as it ought 
to in the development of India’s industries They contend that 
ihe recommendations of the Tariff Board have in many "cases not 
been given effect to prompt^ or fully , that indeed the Board’s 
report on chemical industries, though made m 1929, has not 
yet been published , that generally speaking no revision 
cf lailwa}^ rates has been made on the lines suggested 
in chapter XIX of the Report of the Industrial Commission , and 
that for ten years no action has been taken by the Central Gov- 
ernment on the" recommendation in para 292 of the Commission’s 
Report aslang for the appointment at the earliest possible date of 
an expert committee to examine the possibilities of establishment 
of industrial banks in India In a later paragraph we shall deal 
with the effect of this feeling on the investment of capital by 
Indians in Indian industries 

332 Since the outbreak of the Great War there has been a 
marked increase in the amount of Indian capital invested in 
Indian industiies, though the flow has received a check in recent 
years owing to the depressed state of business generally Never- 
theless, a not inconsiderable amount of capital* invested in Indian 
industries is still non-Indian The lesult is that the control and 
management in the case of some of the important industries are 
even now in the hands of non-Indian fums The predominance 
of non-Indian management in some of the important industries 
has detracted from the value of Indian participation in industrial 
enterprises Generally speaking, the managing agents have not 
given any scope to Indians to hold such positions in the com- 
panies they manage as might have given these Indians an opportu- 
mtv to have a comprehensive idea both in regard to the technique 
of production and management of the business 

333 A strong feeling has, however, grown among the Indian 
Intelligentsia that the control and management of Indian indus- 
tries should pass to an increasing degree to the hands of Indians , 
and this feeling has also been voiced in the past by some of the 
English administrators of the country Eoi example, speaking 
on the 21st Maich 1916 in the Imperial Legislative Council on 
the resolution which led to the appointment of the Industrial 
Commission, Sir William Clark, then Member of Commerce, said 
that “the building up of industnes where the capital, control and 
management should be in the hands of Indians’’ was “the special 
object which we all have in view’’’", and he deprecated the t akin g 
of any steps “which might merely mean that the manufacturer 


* V e have been unable to ascertain the figures •with any degree of accuracy 
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Tvho now competes with you fiom a distance would transfer his 
activities to India and compete witli you within your own 
boundaries” It is possible that more piogressive assistance by 
the State towards the development of Indian industries will make 
adequate capital available in India for investment in safe and 
-sound industnal concerns This was the anticipation expressed 
by the minoiity of the Indian Fiscal Commission in paiagra;^ 50 
of their note of dissent In marked contrast to the attitude of 
the State towards industries in India stands the action taken by 
‘Governments in ceitain othei countries hke the Umted States of 
-America and Japan — 

The Umted States of America — In the Umted States a 
national industnal policy has deliberately been adopted Tins con- 
scious effort made by the Government of the country to advance 
its industrial interests is fully illustrated by the development of 
the non industry, which is referied to in the following words by 
Frofessor Taussig — 

A 

“Rich natural resources, business skill, improvements in 
transportation, widespread training in applied 
science, abundant and manageable labour supply — 
these, perhaps, suffice to account foi the pheno- 
menon But would these forces have turned in this 
direction so strongly and unerringly but for the shelter 
from foreign competition?” 

The development of the American industry thus appears to have 
been expedited by timely intervention of the Government 

Japan — The Government of Japan has also actively associated 
itself with tlie process of industrialization of that country At 
the time of the Restoration in 1868, the economic condition of 
Japan was much worse than that of India in 1757, but during the 
course of little ovei half a century, she has become one of the most 
'fascinating countries of the world, in so far as industrial and 
-commeicial phenomena are concerned * Japan had been secluded 
fiom the woild for about thiee centuries and while she had no 
powerful and wealthy meicantile class comparable to that which 
existed in England in the eighteenth century, the only industry 
m which she could take pride was the production on a small scale 
by craftsmen of special articles of luxuiy and militaiv equipment 
for the knights and nobles This, together with the extremely 
unsatisfactoiy conditions regarding other aspects of economic and 
political condition of the country, led the Japanese to consider 
-seriously the urgency of rapid westernization of Japan, and while 
the European military equipment and methods were adopted whole- 
sale, the need for speedy industrialization was no less recognized 
There were, however, very severe obstacles to be overcome There 

Modem Japan and its problems ” bj Allen 
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weie, on tlie one hand, tiadition and ‘^oci.il customs pi eventing 
anj soit ot individual initiative, while the lack oi capital neces- 
saiy loi financing laige-scale inaiuifactining indnstiies accentuated 
these ddficnlties still inoie The seriousness ot the situation was 
piomptlv lealized by the Go'einment which was thus compelled 
to step in fioin the veiv fust and emhaik on an active national 
pohev Besides sending numeioiis students abioad in oidei to 
stiuh the indu^tiial and commeicial technique ot the West, en- 
gaging Inieign expeits in oidei to ti.nn those at home and pro- 
viding cthei machinei foi indu''ttial .lining, it also pioneeied 
main new indiistiies, such .is textile, non and steel and ship- 
buildinc indiistiies it has siqiplied tlm capital vclioicv'ei possible, 
while in othei cases, d has lendeicd substantial help by giantmg 
subsidies 01 eiving piotection riic as-,i'.iance which the (-rinein- 
incnt lendeud to llic luchistiies u is bv no means confined to the 
above (ommcuial museums estibhshcd bv the Goveimnent in 
almost all the cities hold peiiodual exhibitions theiebv facilitating 
sale of goods abio.id .ind .>ho supjih useful infoimalion to the 
tiadeis, while the vaiious guilds numbenng ovei a thousand, 
have boon established undei Goveimnent auspices, vitli the object 
ol logidating the quahtv of the pioduci The establishment of 
the Tc'koh.nna Specie Bank m ISSd and of the Induslnal Bank 
of Japan m 1002 b.ive aKo given mu h impetus to the piogiess 
of Jajian s mdustiial dmelopment 1 be amn/ing piogiess winch 
Japan has m.'do in the mattci of hei industiinl development 
dm mg the last si\t\ ^eals as ^ lesult ot this active j'ohcy 
of ithe Government will bo leah/ed fiom the f.ict that the 
contiihntion ol manufaetmed goods to hei total export tiado 
rose liom 1 14 pei cent in 1808 to 4‘2 12 pei cent in J028, 
the fignies foi the impoit tiadc being icdiiced fiom GO 17 per 
cent nr 1808 to 1110 jici cent m 1928 This extiaordinai v 
giowth of industnal activitv is also reflected in the figures foi 
the expoits and nnpoits of lavv mateiials. while the conntrv at 
the beginning of her industrial c.aiecr exported as much as 26 27 
pel cent and impoited not moie than 4 98 per cent of raw 
materials the piogiess of industLiahzation has lesnltod in changing 
these figme-. to 4 37 pei cent and 13 32 pci cent nr 3928'^ 

Even in England wherefrom lias emanated the doctime of 
lms‘;cz fmre imposed on the govenrmental policy in this country, 
the need for active participation h^ the Government m the pro- 
motion of indnstiial interests has come to be effectively recognized 
in recent veais A reference to this change m the policy of the 
Government is made in the report of the Tjiber.al Industrial 
Enquiry, wdrich shows how between 1921 and March 1927 am 
fiSgiegate loan of more than -£74 million was raised under the 
Tiade Eacihiies Acts foi appiov^ed purposes on behalf of private 


* The A=ahi Enplish Surplemenl, Preoent Hav Japan lOaO, page? Il4 and 13G 
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conceiiis with the guaiantee of the Government The Govern- 
ment guaiantee of the loans was given fi“e of any charge 

Cl\SSIFIC\TION of ESmUSTKlES INTO WAJOR .^ND IMINOB INDESTRIES 

d34 Before ^^e proceed to deal with the capital leqiiuements 
of industries, we may lefei to a fact -vvhich we ha-se alieady 
mentioned, namely, that at the outset of oui enquiry we divided 
0111 task between the Piovincial Committees and oiii selves The 
foimei iieie requested to deal with the leqiniements of small and 
middle-sized industiies, including cottage industiies, while w^e 
leseiied to ouisehes the examination of the position of the majoi 
industiies =uch as cotton, ]ute, non anti steel and coal Although 
some of the witnesses who appealed befoie us dealt m their 
wiitten and oial evidence with a fen industiies nhich were the 
subject of imestigation b"^ Piovincial Committees , notably the 
tea industiy nhich lieing hugely an agiicultuial indastit came 
within the puitiew or the PiOMucial Committee-^, oui examination 
of these witnesses was mainlv detoted to tire financial iequneme'''ts 
of the majoi industiies mentioned above 3iIost of the PioMiicial 
' Committees touied about then provinces As the small and 
middle-sized industries aie scatteied, such toms neie necessait 
"We m the Cential Committee, honevei, did not tom for oui pui- 
pose The raajoi industiies aie all concentiated at the laigei 
centies and aie well lepiesented in the various Chambeis of 
Cowmcice and othei Trades Associations ^ Most of the iinpoitant 
Chambeis and Assoc’ations helped us witli then ■valuable written 
memoranda and oral evidence We deal m paragraphs 339 to 
3i3 nith the position regarding majoi industiies as placed befoie 
us by nitnesses and in the succeedii'g paiagiajilis we summarize 
the case for the smaller and middle-sized industiies as presented 
bv tliF PioMiiCial Committees 

C^FITIL EEQUIREWENTS OF INDUSTRIES 

335 Industries require capital fin tvm pmposes (1) capital for 
block, that is, to finance fixed assets, and (2) noikiiig capital, that 
IS, to finance floating assets Block capital is lequned by newly 
started industries for fixed assets, such as land, buildings, 
macliineiy and other appliances of a duialile and peiraanent 
charactei It is also lequued in the ca^e of established industries 
for purposes of extensions and replacements The capital that is 
invested m these fixed assets is inoie or less of the nature of 
peimanent investment 

336 Woiking capital is lequiied for the pnichase and working 
up of raw materials into finished products, for stores, for expenses 
incidental to Bis marketing of products, for financing outstand- 
ings in respect of goods supplied, and for providing the necessarv 
funds for meeting day to day requirements The capital that is 
■'invested in this nay should be of the nature paitly of permanent or 
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long-term capital and paitly of shoit-tcim finance A lecent 
wiitei'' states that the stock of law mateiials and manutactuied^^or 
^emi-manufactiued commodities never falls below a certain mini- 
mum and the capital required for holding these is of the natuie 
■of peimanent capital Any worlnng capital over this minimum 
falls undei the categoij" of short-term finance 

337 The relative piopoition between block and working capital 
required in an industi} vanes wuth the natuie of the industry 
In cottage industiies, for example, in which processes are not 
‘roundabout’, and the implements aie compaiatuely inexpensive 
and few , fixed capital is veiy small compaied wuth working capital, 
while on the other hand, in modern industiies such as jute and 
cotton, the proportion of fixed to working capital is much larger 
Again, as the processes of pioduction become more and moie 
‘loundabout’, the proportion of fixed to working capital increases 
coiiespondingly Taking the case of the Indro-electiic industry, 
the distinctive feature of its finance is its laige requirements of 
fixed capital 

338 The period between the stalling of an industry' and the 
time wdien production commences vanes from industry to 
industry In the case of a tea garden, for instance, the initial 
outlay on which for a garden of the minimum si/e is estimated at 
Rs 7^ laldis, production does not commence till after the expiry 
of at least four years from the laying out of the garden Again 
the number of years that a cotton mill takes to become a paying 
concern is different from that taken by an non and steel concern 

Majoit Industries 

Existing facilities 

339 The conservative school of witnesses such as the European 
Chambers of Commerce, the Exchange Banks Association 
■and the Imperial Bank of India have all stated in evudence that 
in India no industries floated on sound lines and showing a 
reasonable promise of success have been unable to obtain 
the financial assistance necessary According to them, capital 
lequned for financing fixed assets should in all cases be sup- 
plied by public or private subscription of shares or deben- 
tures of the undertaking When an industry has established itself 
in this way and is capable of presenting a balance-sheet showing 
its soundness, the commercial banks should supply the capital 
lequiied to finance the floating assets on the secuiitv' of stock 
and other liquid assets built up Dy the industry It has been 
suggested that promoters are often anxious to obtain Government 
patronage which would make it easiei for them to obtain outside 
financial support, and that it is difficult to sympathise with this 


♦Karm Kock, “ A study of interost rates ”, page 9. 



FINANCIAL EEQUIEEMENTS OF INDUSTEIES. 


269 - 


attitude on the pait of piomoteis According to one of these wit- 
nesses, in most countries all laige industrial concerns have been 
developed by private enterprise fiom veiy small beginnings and 
if the same piinciples of non-rehance on Government help be 
followed in India, no sound scheme of industrial development 
would find any difficulty in obtaining finance either foi block, or 
worlang capital fiom the existing souices of supply 

340 Indian witnesses in general differ fron the conservative 
school refeiTed to m the preceding paragraph and they are extreme- 
ly dissatisfied with the existing 5.tate of affairs We mention 
below the vaiious handicaps to Indian industries brought to the 
notice of the Committee by these witnesses through itheir written 
and oral evidence — 

(i) Banks in India do not piovide finance for block capital foi 
industries, though theie is no reason wdiy such finance should not 
be provided by them out of then paid-up capital and reseives, if 
adequate security is offeied It is tiue that these resources are rela- 
tively small, but by utilizing these capital lesourcevS foi the 
purchase of debentures of industiial concerns with a view 
to passing them on to the public, banks could render 
gieat assistance to new industries This process could be 
repeated continuously wuth veiy little iisk to the banks 
and with great advantage to new industries It is complained that 
conservatism and lack of initiative make the banks very timid and 
prevent them from embarking on under-wnitmg of industrial capital' 
or even lending inonej- on the security of industiial shares to any 
great extent The Impel lal Bank of India which is the biggest 
Indian pint-stock bank that might be of some assistance in this- 
diiection is debaiied b-^ statute fiom giving loans to industnal 
companies foi capital expendituie, by the limitation of six months 
on the peiiod of loans that may be gianted by it, and by a prohi- 
bition against lending money on the secunty of industrial shaies 
01 immovable propeity Even as regards floating capital secured 
b}'' liquid assets, the Bank insists on a margin of something like SO 
per cent, with the result that industries have to provide not only 
the wdiole of the capital required for financing the fixed assets but 
also 30 pel cent of the capital required for financing the floating 
assets This attitude of the banks in India, added to the shyness 
of Indian capital, acts as a damper on the industrial development of 
India 

(ii) Banks fuithei usually insist on a full backing of tangible 
and easily realizable security for their loans and take no* 
account of the personal ciedit and integrity of the bor- 
rowers This is in stiiking contrast to the position in 
England as illustrateH by the following quotation^ from- 

♦This quotation Teffr-i sroaificallv to farmer?’ account? but it will be ?een 
from page? 170 to 171 of Walter Leaf’s boolt that the same practice is followed' 
in other directions 
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AValtei Leal’s book on ‘Banking — “W'e (i e , the V\ estminstei 
Bank) ba\e bad some figiues taken out, and I coniess they weie 
something ot a smpiise to me They lelei, of coiuse, to the loans 
ve make foi cunent business pm poses They show that of the 
total numbei of boiroweis no less than 28 pei cent had then 
loans wholly unsecmed, and a luithei 13 pei cent only gave 
paitial seem It'S ” It has been suggested that a numbei of failmes 
of mdustiial concerns, due to bad management, has shaken the 
confidence of the pubhc as veil as the banks, m India, m industrial 
concerns geneialK and the banks aie, as a lesult, o^el -cautious 
in then adiances to industiies and insist on tangible and easily 
lealizable secuiiL as covei in all cases It is aigued, hovevei, that 
it is the business of banks, if they have tlie national vellaie at heait, 
to distinguish between good and bad concerns and to help those 
conceins, about vlnch they aie satisfied that the bu'^iness mtegiity 
of the management and the financial position aie sound 

(ill) Xotv ithstanding the Mew ol the colwel^atl^e school it is 
said to be a gieat haidship to industiies, that banks should insist 
on maintaining a maigm ol about 30 pei cent in legaid to achances 
against stocks and even a liighei maigin in legaid to stocks in 
piocess of manufactuie, especialh when piice& liaAe touched 
bottom in manj cases The haidship is sanl to be fuithei m- 
ci eased bv banks not giving am^ considei ation to the existence of 
Aaluable block capital as geneial secuiity foi loans 

(iv) The Cotton Textile Inclustiy is the biggest national mdustn 
of India The industry has loi the last few' xeais been passing 
thiough a peiiod of geneial depiession and has also been subject 
to local Mcissitudes A numbei of mills in Bombay aie not mak- 
ing a piofit at piesent and fiom yeai to year have sustained losses 
which have led to a reduction of capital On account of this reduc- 
tion m capital and the recurring losses, the banks are reluctant to 
make advances The Managing Agents who finance the inclustiy to 
a considerable extent in normal times are unable to cope with the 
lequiiements m such periods of adversity It is stated that in 
other countries of the W'orld such national industiies would in times 
-of depression be nursed by a bold and sympathetic policy' on the 
pait of banks 

(v) It has been suggested that banks in India are not equipped 
with the technical knowledge necessary for valuing the 
assets of an industrial concern and for judging whether 
ihe concern is profitable and solvent Asked whether this 
lack of technical knowledge interfered with the hbeial giant of 
facilities by banks, one plominent Indian banker said that such 
difficulties do not exist in the case of large industries where 
‘sufficient data are available through balance-sheets and reports, 
fiom wdiich the bankers can form a correct opinion about the 
financial position of the concerns He added that the smaller 



FI^^^C1VL HEQUirtmiLM'S OF IlsDUSaRlEb 


271 


andustiies, hox^evei, which ^^eIe geiieialh piopiietaij conceiiis did 
not piepaie .ind make a\ailable balance-sheets legaidiiig then 
financial position and that banlis weie handicapped by the conse- 
quent lack ot knowledge in giaiituig advances to them E-ven if 
technical men loi the valuation ot the assets of the company and 
foi giving expeit opinion as to the solvency of the concern weie 
lequued, it was stated that banks could easily emplov such men foi 
the puipose and that this noiild not be \eiy costlv Eiom then 
25 eisoiial expeiience on the boaids of industiial concerns, the lepie- 
seiitatives of an iinpoitant Chainbei of Comineice said that they 
had no difficulty, piactical oi otheiwise, in getting advances fioiii 
banks foi want of technical knowledge on the pait of the bank 
inanageineiit 

The Bengal Ba’d-niig Enqun\ Connnittee have leteiied to the 
' fact that joiiit-'stock banks do not einplo\ expeits to make valua- 
tion of the goods against which achances me asked foi and hate 
suggested that the task ot valuation might be uiidei taken In some 
lehable agency The Bombay Committee have also leteiied to the 
lack of technical knowledge on the ])ait of the bank stall foi 
examining piopositions foi financing indiistiics 

(vi) Banks finance industiies at piesent out of shoit-teiiii 
deposits by gianting advances foi woiking capital foi shoit peiiods 
Though they aie always willing to leiien these loans fioni time to 
time iiiovided that the industiial concern is iiimnng satisfactoiily 
and the secmity is good, fiom the iioint ot new of the mdnstaial 
concern, this ^^ositioii is consideied to be ^iiecaiious in view of the 
fact that the concein can nevei be certain of getting a lenewal of 
the advances 

(vii) As stated latei m jiaiagiaph 34S, a great deal of the cajiital 
leqnired by the cotton mills in the Bombay Biesidency is 
obtained direct by means of deposits fiom the public This 
system of finance lias been coiiipaied to a faii-w^eatliei 
friend When times are bad, these deposits aie liable to be wutli- 
drawn fiom good as well as bad concerns, theieby aggravating the 
position at a time when all lesomces aie required to carry ovei 
what may be only a temporary period of depression 

(vm) Some complaints have been made about racial disci i- 
mination on the part of the of&ceis of the Impeiial Bank of India 
when consideiing a]iplications for ciedit It has been suggest- 
ed that the Emopean managers of the Bank on account of 
llieii methods of living ,and social habits have greater oppoitiiiiities 
of coming m closer personal contact with European clients than 
|uitli Indians and that tins personal infoimation and contact result 
In more favourable treatment being accorded to European conceins 
llian to Indian concerns It is further geneially believed that the 
Bank lends to European concerns more freely than to Indian 
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concerns and that several Indian concerns which took the 
Bank’s assistance have had bitter experience It has been, 
suggested that while non-Indian concerns get fuller assist- 
ance from the Bank, the assistance Srendered to Indian concerns 
is very small and falls much short of the actual requirements of 
the concern We have been furnished, through the courtesy of the- 
Impeiial Bank of India, vith the figures of advances to Indian and 
non-Indian concerns, but in the absence of fuller information 
regarding individual concerns, we are unable to examine this 
complaint We were referred in this connection by one of the- 
witnesses to the system followed by the Bank of India at Ahmeda- 
bad Instead of depending on his shroff for information regarding 
the status and position of his clients, the Manager is assisted by a. 
local board of directors who take the fullest responsibility for the- 
recommendations they make The paiticular witness stated that 
he had known cases where owing to the absence of such local 
boards foi blanches of the Imperial Bank of India a party worth. 
Bs 3 or 4 lakhs had been reported as worth Es 10,000 only while- 
a paity woith a few thousands had been represented to be worth 
some lakhs The Managing Governor of the Imperial Bank,, 
when asked to explain to the Committee the means employed by 
the Bank to ascertain the standing and repute of traders, stated — 
‘Banks have their own intelligence departments which, by 
watching markets and the operations of dealers im 
those markets, by the receipt of information from 
many sources open to them, confidential and other- 
wise, by the observation of individuals by trained 
observers, by the examination of books and balance 
sheets and the summing up of the information so- 
received by the officeis of the bank, arrive at their 
estimate of the credit that should legitimately be 
granted 

We might also observe in this connection that the Imperial Bank 
of India has more than 160 branches while the branches of 133 
other ]oint-stock banks taken together totalled 421 in 1928 

Similar complaints against banks generally have also beeir 
received from representatives of collieries and tea gardens It is 
said that collieries and gardens under European management do 
not suffer on account of want of finance, but that others controlled' 
bj’' Indians do suffer from this cause 

(ix) The rates of mterest charged to industries for loans and ad- 
vances are said to be generally much higher than the industries 
can bear Eor example, the usual rate of interest on bank loans 
and advances is generally the Imperial Bank’s rate, and in some 
cases one or two per cent higher As the Imperial Bank rate 
advances with reference to seasonal market conditions, industries^ 
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ale penalised by high mteiest chaiges based on seasonal stiingency 
tboiigb the lates are not justified by the inherent conditions of the 
andustiies Smallei jomt-stock banlcs ma'Se advances to industries 
both on mortgage and personal sureties at much higher rates 
Similarly m the case of finance supphed by Indian Princes and 
indigenous bankers and merchants a very high rate of commission 
has often to be paid to the intermediary party which arranges the 
loan and such finance is m consequence more costly than the finance 
•obtained from banks The difficulty of obtaining capital by issue 
of debentures has already been referred to and here ihe cost of 
raising capital in this manner may be mentioned It is pointed out’ 
Try one witness who deals in such debenture issues that debenture 
loans generall}^ cost about 7 per cent per annum besides the addi- 
rtional cost involved in commissions, stamps, etc , and that the 
underwriting commission oi brokerage alone varies from 2 to 5 per 
cent 

341 Alt the same time many witnesses have stated that in 
India capital for industrial development is not easily forthcoming 
■from the public, and further that the financing of fixed capital 
expenditure by means of debentures is not as poiiular as else- 
-where This state of affairs has been attributed to various 
•nauses — 

(1) There is no recognized method m India bj^ which the 

general public can obtam advice and assistance as re- 
gards investments in India No doubt banks’ clients 
can obtain some sort of advice from their bankers, but 
there are many urban centres which do not still possess 
any banks and the assistance where it is available is not 
of the active, directing land which banks in Germany 
supply to their customers, for the advancement of 
industries The Stock Exchanges function only in the 
large seaports and an upcountiy investor has little 
chance of gettmg in touch with any reliable or recog- 
nized member of these Exchanges 

(2) The failure or lack of success of many of the smaller 

industries started in India is also reported to have 
shaken the confidence of the public in industrial in- 
vestments to a certain extent The conservative in- 
vestor in the mofussil therefore prefers to invest his 
money in post office savmgs banks, cash certificates and 
other Government securities with the knowledge that 
the credit of the Government is behind these invest- 
ments and that his monev is, therefore, perfectly 
secure 

(3) We have been told that there is a class of Indian in- 

vestor which looks for capital appreciation in its in- 
vestments and that debenture loans with a fixed yield 


s 
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of mteiest and with no piospect of capital appre- 
ciation have, therefoie, no attraction for this class. 
On the other hand, we have been informed by the 
Calcutta Stock Exchange Association, whose opinion, 
in this matter is entitled to great weight, that there 
IS at all times a large class of mvestois which prefers 
the secunty offered by sound debentures to the possi- 
bility of capital appreciation 

(4) In other countries insurance companies mvest a large 

portion of their surplus funds m debentmes of first 
class concerns In India no insuiance company Haa 
yet taken to this kind of investment This is attri- 
buted by some witnesses to the insecuiity engendered 
by the fiscal pohcy of Government and by others to 
the absence of debentures of really first-class industrial 
concerns 

(5) The heavy stamp duty on debentuies and on transfeis 

of debentuies is also considered by some witnesses 
to be one of the impediments in the way of industrial 
debentures becoming popular For example, in 
Bombay the stamp duty on a debenture transferable 
by endoisement, or by a separate instrument of trans- 
fer, IS It'S 7/8 pel thousand On each tiansfei theie 
is an additional duty of a similar amount In the 
case of beaiei debentuies, there is an initial 
duty of Es 15 pei thousand at the time of 
issue, but theie is no additional duty on each tiansfei 
In 01 del to encouiage this useful form of investment 
among the pubhc, the Punjab Banlang Enqunw 
Committee have lecommended considerable reduction 
in the duties There aie, howevei, other witnesses 
who think the stamp dutv has nothing to do unih the 
populaiity of the debentuies, as the cost of the initial 
duty falls on the company and not on the holdei 
of the debentuies, except in the case of ‘registered’ 
debentuies of which there are not more than half a- 
dozen issues in all and where the stamp duty’- is the 
same as for share transfers 

(6) Oui attention has also been drawn to a practice 

whereby the whole of a debenture loan has been taken 
up by limited groups of financiers workrng foi wealthy’- 
clients such as Indian potentates and mei chant pimces, 
who do not tiy to place the debentures on the market 
and thus create a market for theBa In a fev cases, 
certain banks have, we aie told, tried to intioduce 
'debentures among their clients bv even dewsing in- 
stalment schemes of payment, but that small odd lots 
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put on the market by compames of unlcnown antece- 
dentb and uncertain future do not attract the investms 
pubhc, and moieover such issues cannot leadily 
be negotiated in the Stock Exchanges Opinions as 
expiessed by seveial important bodies vaiy consider- 
ably One such body affirms that original debentures 
are quite popular forms of security and are saleable m 
the market and that in general debentures of mills, 
tea gaidens, and other sound concerns, are sought after 
in Calcutta, though such debentures are bought more 
by mvestors than speculators and therefoie do not pass 
from hand to hand in the same easy manner as shaies 
The Calcutta Stock Exchange Association have brought 
to our notice the success of the debentures of two im- 
portant Indian ]ute mills in Calcutta In then 
opimon, the success depends on the nature of the 
security offered, and where this is satisfactoiy, and the 
yield IS attractive, the public leadily subsciibe The 
standing and lepnte of the Managing Agents is also 
a mattei of importance . a slight piefeience being 
shown, they say, foi European Managing Agents 
(7) Most of the Indian witnesses hai-e added anothei leason 
foi the shyness of Indian capital, namely, the 
fiscal policy of Government When once an m- 
dustrj^ IS started, the industrialist has no guaiantee 
that he will be piotected, if any such neces- 
sity arises, against unfaii foieign competition We 
have heard the complaint that though machinery has 
been set up by Government to consider the claims made 
by various mdustiies foi protection, namely, the Tariff 
Board, the recommendations of this Board are not al- 
ways carried out by the Government It is therefore 
argued that the investor m an Indian industrial under 
taking has no assurance that the industry in which 
he invests will reach the piofit-eaming stage or that 
the profits, when once they accrue, will be maintained 
by inauguration of pioper protective measures on the 
part of the Government of the countrj- 

The Maniging Agency System 

342 We have lefeiied more than once to the Managing Agency 
system The important place which it occupies in the organiza- 
tion of industries in India justifies a somewhat fuller treatment 
in our Eepoit 

(i) Bombay 

343 In Bombay, when an industrial concern is stalled, parti- 
cularly a cotton mill, the Managing Agents attract capital from 
then friends and otheis who are aware of their standing. 

s 2 
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Tile 'o Diking capital is found fiom piivate deposits and fiom loans 
and cash ciedits fiom banks, and in both diiections the Managing 
Agents on account of then financial standing have lendeied yeo- 
men seivice to the industiies The deposits aie m most cases 
foi SIX and twelve months and the rates paid on such deposits vaiy 
fiom about 4] to 61 pei cent, being to a gieat extent legulated by 
the standing of the indnidual mills and the position of then 
2\lanagmg Agenis As regaids loans fiom banks, they are obtained 
on the guaiantee o*" the Managmg Agents and are now generally 
seemed collateially by a hj^pothecation of the liquid assets of the 
mill company Advances to mill ccmpanies aie not usually made 
against a pe’dge of stocks, as the mills do not find it convenient to 
place then stocks in the possession of banks The yi^ocsdme 
followed by the Impeiial Bank of India is that m cases where a 
pledge on stocks is given, it is not usual to lequure the guarantees of 
thud parties, and advances in such cases are made on the security 
of stocks But sometimes only a ‘charge’ is given which is a very 
Hide and elastic teim embiacing hypothecation or hen, and a 
guaiantoi is reqmied only when the so-called charge is not a 
sufficient secmity m itself In such cases advances are granted on 
promissoiy notes and as under the Imperial Bank of India Act, 
such advances must be on the security of paper bearing two 
names, the personal guarantee of the Managing Agents is also 
Taken This personal guaiantee of the Managmg Agents is not 
nowever required in respect of advances against Government and 
other trustee securities In some cases it is stated that the 
Managmg Agents provide finance on consideration of bemg 
appointed agents for buying raw material and sellmg or distri- 
buting the products of the mdustry concerned 

(ii) Calcutta. 

344 In Calcutta the mam industries m which the Managmg 
Agency system prevails are ]ute, coal, cotton and tea The duties 
of Managing Agenis are said to be veiy wide The Managmg 
Agents (unless the agency has changed hands) aie the founders of 
iho concerns, and manage them in every way They arrange for 
the finance, both block and working, eithei by raising share capital 
01 arranging with banks, or other financiers or supplying it them- 
=elves They puiohose the raw materials, supeiwise the manufac- 
ture, sell the products and control the management in all spheies 
AA^hen banks lequue guaiantees, the Managmg Agents give the 
same We undei stand that these Managing Agents do not in 
many cases give their peisonal guaiantee in the case of bank loans 
and overdrafts as in Bombay but meielv give a guarantee that 
thr’ oierdiafls granted are always coveied by stocKs 

(ill) Ahmedabad. 

345 The Committee have been fiumshed with a full description 
of the woilang of the Managing Agency system in Ahmedabad 
where it is admitted on all hands to be an unqualified success 
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Geneially spealnng, the total block capital lequued foi starting a 
cotton mill in Alimedabad is about Es 20 lakhs and of this Es 5 
lakhs IS initially found by shaie capital As legaids the balance, 
in the case of the old mills, 65 to 75 pei cent of the capital outla^- 
has been financed by deposits and by funds supphed by the 
'Managing Agents These deposits used to be generally foi 
one yeai In the case of new mills, out of Es 20 
lakhs lequiied to finance the block capital, Es 5 laldis 
is laised by share capital and the balance is found in 
the form of seven-yeai deposits foi Es 5 lakhs and one- 
yeai deposits oi the Managing Agents’ own capital foi the lemam- 
ing Es 10 lakhs These seven-yeai deposits aie encouiaged by 
the giant to the deposit oi of a share in the agency commission 
The managing agency is made into a limited concern with a 
nominal capital of Es 1,000, theie being 1,000 sLaies of Ee 1 
each, and any one who comes foiwaid with Es 5,000, ? e , 
Es 3,000 in the shape of ordinary share capital and Es» 2,000 in 
the shape of deposits foi a fixed period of 7 years is given one 
share of the managing agency oi one thousandth share of the 
agency commission This one rupee shaie has considerably more 
value than its nominal value and in some cases it is worth Es 700 to 
Es 800 As far as the AHmedabad industry is concerned, the system 
IS lepoited to have succeeded beyond orchnaiy expectations and it 
IS even doubted if the industry would have progressed as well as it 
has done m recent years, had it not been for the system of giving 
out shares from the managing agency commission Formerly, the 
Managing Agents used to take in persons who would bimg in a 
certain amount of capital, thereby earning a certain portion of 
the Commission Agent’s share, but now the agencies have been 
made into limited concerns and shares issued, a proportion of 
which the holders may sell off at their- sweet will 

346 The deposits received by mills come mostly fiom indivi- 
duals and vary from Es 5,000 to Es 10,000 on the average Be- 
fore the war, it is said, almost all the deposits used to come from the 
public in Ahmedabad and adjoming rural areas But aftei the vai, 
some of the mdustiial concerns m Ahmedabad have flourished and 
accumulated reserves and these reserves are now inter -depo=;ited 
These deposits by mill companies have taken the place of the 
deposits from luial areas which have considerably fallen off, due 
paitly to decline in their prosperity and partly to the competition 
of Government It is said that the Ahmedabad public consider 
that it is safei to deposit with a mill than with a bank and this 
state of affairs is attributed to the business integrity of the people 
in charge of the management of the mills who look to the inteiests 
of the 'depositors as if they were then own On the whole, there 
hlTs been no reduction or falling off m the total of the deposits 
received by the mills, which have continued steady during ,i long 
period of 25 years 
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347 Mills in Aliineclabad obtain, veiy little oi no assistance fiem 
banks So far as block capital is concerned, the banks are natnially 
umvilling to invest then funds raised in the form of shoit-term 
deposits in long-teim investments in fixed assets of the concerns 
Eien as legaids woiking cajiital, the mills aie unvulling to pledge 
or hypothecate then stock with banks as Bombay mills do It is 
said that if the mills weie to hypothecate then stock, the whole 
fabiic of ciedit including then deposit system vould be luined 

34^ In Ahmedabad it is not the piactice foi the Managing 
Agents to charge any commission foi buying lav inateiial, it is 
foi selling the finished pioduct that the\ get a commission 

34fi The rates of interest on deposits ofteied by a mill undei 
a paiticulai management in Ahmedabad during a senes of years 
were as follows — 

Por cent 


1923 .6 

May 192C 

January 1927 . 5 

October 1929 6^ 


The late which the Managing Agents chaige to the mills for the 
money vhich they advance is said to ue never more than 6 per 
cent and compares favouiabl} wTh the late of inteiest on deposits, 
inasmuch as the agents have to advance anv amount of deficiency 
in the total finance lequiied by the mills including losses fiom time 
to time 

350 The following statement show’s the vaiious somces from 
winch inihs in Bomba v and Ahmedabad obtain the lecjuiied 
finance — 


(In lakhs of rupees ) 




Bomhau 


Ahmcdahad 


(Figure-! for 94 Mills ) 

(Figures for 56 Mills ) 



Peicentage 


Percentage 



of total 


of total 



finance 


finance 



Rs 


Rs 


1 

Amount loaned by 






the aian aging 
Agents 

5,33 

21 

2,64 

24 

2 

Amount loaned by 





Banks 

2,2G 

9 

42 

4 

O 

O 

Amount of public 






deposits 

2,73 

11 

4,26' 

39 

4 

Amount of Share 

* 





Capital 

12,14 

49 

3,40 

32 

5 

Amount of Deben 





tures issued 

2,38 (a) 

10 

8 

1 


(a) Made up of — 49 from Managing Agents 
53 from Banks 
1,39 from the public 
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av) Bihar and Orissa. 

351 The following extract fiom the Bihai and Orissa Eeport 
!shows the position of the Managing Agents in that piovince — 
“They aie most active in the coal mining and non and steel 
jndustries Of the lessei mdustiies they snppoit most of the 
.electrical enteipiises, the lime factoiies and the laigei mica mines 
as well as a good jiait of the sugar mdusfciy They have not much 
concern with the other industries Though without then help 
JBihar and Oiissa would have been even less fully developed than it 
as, from a puiely provmcial point of view their activity has some 
seiious disadvantages They have concentrated mainly on in- 
dustries dependent on the exhaustible lesouices of the pioviiice, 
-and have not, save in the matter of sugar, developed othei industries 
not so dependent Though they aie closelj^ linked to the general 
money market and can hue first class business ability, their out- 
look IS too wide, their centre of operations too far removed, and 
-then finahcial scale too large, to secure an examination of the pos- 
sibilities of developing minoi mdustiies, which might be of great 
service' to the masses of the provincial population In fact they 
have, from our point of view, too many iions m the vast and 
uproarious fire of their activities Nor can they be expected to 
feel, in addition to the stimulus of profit, the spur of provincial 
patiiotism to make them take a hvely and well-informed interest 
in such development’ ‘ 

General remarks on the working of the system 

352 Although the klanaging Agency system is reported to have 
done a gieat deal for t^e mdustiial development of. Bombay, it is 
admitted that it is not by any means a perfect aiiangement but 
has manj^ seiious drawbacks There have been cases where the 
Managing Agents have, besides managing. then own mills, tiaded 
and speculated and the resulting weakness in then position has 
leacted on the financial position of the mills themselves and led to 
the banks withdiawnng cash ci edits even when the mills were 
intiinsically sound, merely because the Managing Agents had be- 
come weak Buithei, although it is true that m times of ciisis 
such as Bombay has been going through, Managmg Agents have 
incurred extensive losses as a direct result of financing the mills 
under their contioi, 4heie have been a few cases in wmch these 
Agents have turned then loans to the mills into debentures, with 
the result that uhc concerns have passed into their hands and 
the shaieholders have lost all their capital invested m the under- 
taking It has also been pomted out that this Managing Agency 
system woiks well when everything goes on smoothly and when 
the industries aie piospeious Duiing these peiaods of piospeiity 
if more money is required by the industrial concerns, the Managing 
Agents may veiy often continue supplying the money themselves 
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to a considtiiable degiee Latei on, howevei when conditions* 
altei and the industry or the paiticnlar concern comes up agamst 
bad times and the Managing Agents find themselves compelled to 
find moie money to suppoit the industry, it is found that they 
aie not able in all cases to cope with the lequiienients 

353 A¥e suggest, thciefore, that attempts should he made td 
make indiistiial enteiprises in India less dependent on this system 
foi futuie development The establishment of diiect friendly rela- 
tions betveen indnstiial companies and commercial banks is desu- 
able especially in wew oi the capital demands that are likely to arise 
in connection with meigeis and icconsti notions which may follow 
the present economic depicssion 

Hbsult of Peomkcial Enquiries into smill and medium sized 

INDUSTRIES 

354 We have lefeiTcd in the preceding paragraphs to the evid- 
ence we leceived in regard mostly to major industries, such as 
cotton, ]ute, non and steel and coal As already stated, the financial 
requiiements of small and middle-sized industries were investigated 
by the Provincial Banking Enquiry Committees The various 
industries examined by them w^eae iice, fl^our and oil milling, lac 
nianufactuie, mica mining, sugar refining, cigaiette and silk 
manufactiue, cctton ginning and cleaning, the tea mdusliv, and 
glass manufacture The position of these incTustiies in regard to 
the supph of then financial requiiements is summarised below 

(i) Assam. 

355 The Assam Committee have in-rostigated the case of the 
tea industiy, and while they acknowledge the difficulties of some 
of the smaller gardens they attribute this to some extent to the- 
undei-capitahzation of the gardens in the mitial stage They 
state that the firmly established European and Indian gardens 
which have provided themselves initially with sufficient capital 
and have built up adequate reserves are able to tide over periods of 
slump 


(¥) 

353 The Bengal Committee in the case of tea lefei also to the 
difficulties caused by under-capitahzation m the first place, and the 
consequent necessity to h’oriow from loan offices, moneylenders 
and maiioan bankers on personal security oi on mortgage of the 
gardens Nevertheless they have come to the conclusion that the 
exishng financial facilities enjoyed by the gardens appear to bn 
sufficient, and that the companies sliowld follow the sound policy 



FINANCIAL EEQUIEBJIENTS OF INDUSTEIES. 


281 


of buildmg up leseives from tlieu huge dividends instead of dis- 
tributing the whole of them as at present Some of om members 
think that this conclusion is not justified consideiing the high 
lates of inteiest which some of the gaidens have to pay for finance, 
and we thuik that it might be advisable for the Industrial Corpora- 
tion which we recommend elsewhere to look further mto the case 
of tins mdustiy if and when it is established 

357 As regards the middle-sized industiies m Bengal such 
iice-mills, mills for pressing oils, hosieiies, match factories pim- 
tiug presses, chemical works and tanneries, the Committee are 
satisfied that on account of the absence of suitable agencies, such 
concerns aie not flourishing and that some method should be 
devised to ensuie then stability and development 

(ill) Bihar and Orissa. 

358 The Bihai and Oiissa Committee deal with the following 
industries, lac, mica, leathei, oil and iice mills and other minoi 
industiies With the exception of sugar mills and a tobacco fac- 
tory which raise then money through managing agents m Calcutta 
all the concerns appeal to have difficulty in obtaining the necessary 
finance and have to pay exorbitantly high prices foi it 

(iv) Bombay 

35^' The Bombay Committee call attention to the brass and 
copper vessel industry as being an mstance of an oigamzed mdustry 
which IS badly in need of financial assistance m all stages of its 
production They also refer to othei small and middle-sized indus- 
tries which have difficulty m obtaining necessary funds at reason- 
- able rates of interest 


(v) Burma. 

360 In Burma the following industries were reviewed rice- 
millmg, petroleum, silver and lead, tin and wolfram, electric 
supply, cotton ginnmg, rubber, leather, chemical, engmeermg and 
building T'he large rice mills aie financed by the larger banks 
while the smaller ones are financed by Chettiyars and some advances 
aic aKo made by private individuals, by Chinese b'anki and by 
Bavv son’s Bank The industry is not profitable at present, and 
there has been an appreciable contraction in the credit given by 
Chettiyais The other industiies deal with the Imperial and the 
Exchange Banks and some have access to the London monev 
maikot The Committee have no proposals to make legaidiiig the 
financmg of these vaiious industiies 
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(vi) Central Provinces. 

361 The Cential Pioviiices Committee have dealt with shellac^ 
oil mills, glass factoiies, iice-hulliiig mills and flour mills In the 
case of glass tactones and flour mills there aie difficulties m obtam- 
ing financial accommodation, but no specific complaints or recom- 
mendations have been made 

(vii) Madras. 

362 The Madias Committee considered the case of the leather 
industiy, and also of a few co-opeiative enterprises connected with 
sugarcane crushing, manufacture of jaggery, oil-crnishing, rice- 
hulhng, groundnut decortication, cotton ginning and the grinding 
of bones Conditions, though perhaps not ‘^o bad as in some of ' 
the other jRovinces, midcate that the industries are handicapped 
for want of adequate financial facilities 

363 Tanning is a ^ely important industiy in Madias It is 
earned on mostlv with owned capital and wuth funds borrowed from 
the expoiters and the mandi merchants Exporting firms give 
standing advances in most cases at a rate of interest of about 9 jper 
cent per annum and on the secuiit} of the stock in trade and fie- 
quentlj' on fire additional security of immovable properties This 
standing advance is said to make the taimeis dependent upon the 
exporting firms, thus forcing them to sell then goods only through 
those particular firms The Southern India Skin and Hide Mer- 
chants Association suggest the desirability of such standing advances 
being made l->v some banking institutions The tann^is also receive 
adiauces fiom the mandi merchants and ex]ioiting firms on the 
despatch of then goods to the extent of 50 to 80 per cent of the 
liiobahle value Some of the exporting films appear to charge 
interest at 9 to 12 per cent on these advances until the time when 
they leimbiiise themselves with the drafts diawui on the shipment 
•of goods Some of the tanners have dealings with the mdigenous 
bankeis for the puipose of obtaining finance foi the purchase of 
raw stocks and the interest on such credits is generally 9 to 12 
pel cent, though in certain cases it is as much as 24 to 30 per 
cent per annum 


(viii) The Punjab 

364 The Puaiah Committee found themselves unable to spare 
muoh time for the consideiation of industnal fin.uice Thej^ 
however , had certain special enquiries made with the help of the 
Hnectoi of Industries and the Eegistiai of Co-operative Societies 
into certain '^mall industries like cotton ginning, oil-niilhng, 
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ice-makmg, flour-miliing, non foundries, collieiies, tanning, Hard- 
ware and spoits-geai industiies Thei’^ found that oigamzed indus- 
tries financed themselves without serious difficulty at 9 to 12 per 
cent pel annum The spoits-geai nidustiy ol Sialkot complained 
ot lack of sufficient capital and also of lack of facilities for 
foreign tiade The Punjab National Bank which is the only 
Indian bank in Noithein India with foieign connections is said to 
charge very high lates as compared with exchange banks in 
Bombay 

365 Tanning is one of the most impoitant industries of the 
piovmce and the volume of business w'as estimated at about Es 2^ 
croies m 1922 Geneially this industry is m the hands of veiy 
pool Chamais On account of then poverty, then prejudice 
against the adoption of new and impioved methods, the competition 
of impoited goods and the lack of oiganization, the mdustiy is 
said to be definitely on the decline The tanners geneially bonow 
from three souices, the middleman, the piofessioual moneylender 
tind the co-operative societies The loans aie geneiallv taken eithei 
by pledging then oinameiits oj without anv secuiitv at all if the 
tanneis have credit The late of mteiest against ornaments is 12 
pel cent and against peisonal secuiity 18 to 36 pei cent Co- 
operative societies chaige 12^- per cent The middleman also 
makes a piofit by chaigmg a higher piice foi the law matenal 
supplied and by chaigmg a commission 

(ix) United Provinces 

3G0 Thtie aie vaiious kinds of uiban mdustiies, viz , blanket- 
weaimg, einbioideiy (clitkan) industiy, making of carpets and 
stonewaie, cahco-pimting, silk weaving, gold and sihei thiead wil- 
ing, biass and coppei noik, etc The people nho finance these in- 
dustiies aie the itnieiant dealei, the Kailhandoi and the laige 
dealei oi maliajan, all of v\hom mpjily the la-^ matenal and some- 
times aie agents of laigei dealeis and depend upon them or the 
mahajans foi financial assistance’ In tho^e mdustiies wheie the 
piocesses of mannfactnie aie so specialized that they cannot be 
undei taken by the same set of aitisans, the laige dealei co-oidi- 
nates the difieiem blanches of pioduction To some extent the 
aitisans engaged m these industries aie said to be in a state of 
economic bondage to the middlemen viho exjiloit the ignorance of 
the aitisans and take full advantage of it The Piovincial Com- 
mittee have not gone into the question of oigamzed industries like 
cotton ginning, sugai, and oil mills •- 

Proposals for the ESTABLismnsNT of -iN Industri-il Bank. 

367 The mitten memoiaiida submitted to us, as iiell as the 
lepoics of thg Piovincial Committees, indicate a geneial consensus 
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of opmioH that efloits should be made to stall an industrial bank 
or banks to supplement the existing facilities for the financing 
of industiies The Bombay, Bihai and Oiissa and the Central 
Piovinces Committees have lecommended the estabhshment of 
Biovincial Industiial Banks The Bengal Committee have suggest- 
ed the organization of a special t 5 'pe of bank to help the middle- 
sized as well as the laige industiies One membei of the Madias 
Committee and thiee membei s of the Bihai and Orissa Committee 
haAe suggested indiwliial banks foi then lespective provinces 
The United PioAinces Committee have left it to the Central Com- 
mittee to decide vhethei theie should be one Industnal Bank 
vith pioAuncial blanches oi sepaiatc piOAuncial banks 

368 The geneial tiend of evidence before us was also in favour 
of estabhshing a special t-\pe of mdiistiial bank oi banks to finance 
industiial concerns Bven the conservative school which emphasiz- 
ed the impoitance of piivate effoit in the mattei of securing the 
initial bloclv capital thought that in view of the shyness of Indian 
capital an industiial baiilc might be of some adAantage in mobiliz- 
ing capital and tuinmg it into channels of pioductive investment 
Theie was onl-y one doubt viz , whethei in the present state of 
world wide depression in almost all trades, it would not be moppor- 
tune to stait this new class of bank to help industries and whether 
it would net be adwsable to await the return of more favourable 
conditions On the other hand, the present depression and the diffi- 
cult conditions thioiigh which industries are passing were consider- 
ed by some witnesses to be the governing consideration favouring 
the proposals foi the immediate cieation of the proposed new insti- 
tution 

369 Opinion is dnicled on the question vhetliei the institution 
should be an all-India one with provincial blanches, where neces- 
sai}', 01 should be staited as a soleh provincial institution in each 
piOAunce Avheie it is requiied 

370 The arguments adduced m support of a cential mstitution 
aie — 


(1) The financial position of the Provincial GoA'einments at 
the present moment is not propitious foi staiting 
pioMiicial industiial banks Under existing condi- 
tions it will be more inacticable foi the Central Gov- 
ernment to find the money required eithei foi subs- 
cribing to the capital of the bank oi for guaranteemg 
the letuin on the capital than for each Provincial 
Government to do so 
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(2) It -vsill be easiei fox an all-India bank to laise the capital 

lepiiiied in the shape of shaies and debentuies than 
for a piovuicial bank The Dnectoiate which will 
be dra^n fiom the hesFmen in all the piovmces will 
be able to command moie confidence and this coupled - 
with then widei knowledge and outlook will make it 
possible to laise funds moie economically and cheaply 
The instance of the Madias cential land moitgage 
bank was quoted in this connection, where the 
central institution was staited in oidei to issue 
centralized debentuies in place of a number of issues 
by small independent piimaij’- banks which weie 
neither popular noi cheap 

(3) An all-India bank wnth gieatei lesouices and with its 

funds laid out in a variety of ludustiial concerns 
will be better able to tide over periods of loss due 
to general depression and othei causes than a number 
of independent provincial banks Some witnesses 
have, on the other hand, stated that if owing to the 
preponderant voice of the laigei industries, the funds 
of the central institution came to be invested in those 
industries, the alleged advantages fiom distribution 
of risks would be almost non-existent 

(4) An ail-India bank would be of immense benefit to the 

country in guidmg its industrial development on 
sound lines It will be able, bj’’ its experience and 
knoAvledge gathered from all parts of India and tabu- 
lated by a well-equipped intelligence department 
attached to the bank, to act as a guide and friend to 
all mdustrial concerns in India, young and old It 
will prevent uneconomical and wasteful efforts to 
start industries in places where theie are no possibi- 
lities and it will itself be in a position to formulate 
schemes foi industrial development besides rnaly- 
zing and ciiticismg propositions placed befoie it' for 
financial assistance and support We have also heard 
the opposite view from some witnesses that it is 
not the function of an all-India industrial bank to 
participate actively m directing the industrial deve- 
lopment of the country In the opimon of these 
witnesses the industrial survey of the country with a 
view to explonng the possibilities of development is 
a matter for private enterprise as well as for the 
Government concerned, and it would Tie dangerous 
for a bank to advise on industrial possibilities, as it 
will increase the bank’s owm responsibihty in the event 
of any, financial loss 
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(5) It be moie economical foi n cenlial institution to- 
engage technical exxieitfc to advise on indu'^trial pro- 
positions tluoimhont the coiuitn tlian foi each pro- 
Mn».ial bank to requisition the ser\ices of indepen- 
dent experts and pa\ foi them Horeo%ei an expert 
who has acqinied experience with a central institution 
of conditions in all paits of India will be able to 
gne moic i.iluable advice to the bank and industries 
than one w itb limited expcnence in a single pronnce 

371 The aiguinents advanced bv witnesses m suxiport of pro- 
incial industiial banks aie — 

(1) In legard to the giant ol financial assistance by Gov- 
ernment, it vvil! be easiei foi each Provnncial Gov- 
einment to find its ‘^mall shale than foi tlie Central 
Gov eminent to meet tlie requnements, large in the 
total, of all the x>iovinces 

{2) Tndustiics’ is at [iresent a tiansleired Piovincial sub- 
ject and if it continues to be so in an\ scheme of 
futuic political iClorm in Tnclta, it is but propei tiiat 
anv cxpendituie in connection with fin.incjal as<;i^t- 
ance to mdustiics and industual banks should be left 
to be scuitmired and shouldoicd bv the Pio"' metal 
Govcinment instead of bv the Cential Govermnert. 
Poi tins pm pose it is neccssaiv that the iiroxxisecl in- 
dustiiai bank '-honld be oiciam/ed on a piovincial 
latbei tlian on an all-India basis 

(3) The advantages of a centiah/cd issue of shaie and 

debeutuie capital aie leal within ceitain limits But 
at the same time the inge of piovincial jiatnotism 
and the competition ol the Govcinment of India for 
capital m the ali-India inaikets aie factors which 
have also to be leckoned with 

(4) Piovincial banks would be able to look aftei the re- 

qmrenieiits of the indiistiies in the respective pro- 
vinces better than an all-Indin bank, even though the 
latter might hav*e piovmcnl bi .niches The luoxiosed 
indiistnal banks, should .ilso pi ovule the financial le- 
qmiements of cottage indastucs and a central all- 
India institution would not lie able satisfactoi ilv to 
discharge its functions ni this icgaid The Pint eel 
Provinces Committee have pointed out that though 
a single central bank would make both for eftVient 
management and economv theie is a danger oi the 
interests of the smaller industries bemg sacrificed to “ 
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the needs of the laigei The Bihai aud Oussa Com- 
mittee’s obseivations legaidmg the working ot the 
Managing Agency system in that province from Cal- 
cutta and Bombay emphasize the drawbacks of 
management fiom a distant centre from the pomt of 
view of piovincial inteiests An important Indian 
Chambei of Commeice in then: evidence have snown 
then anxiety that even within the province, the in- 
terests of one division which is industrially backward 
should not be o\ei-iidden by those of anothei division 
which IS industrially more forward and important 
It IS argued that all this points to the desirability of 
starting the proposed new institution on a provincial 
basis 

(5) The economy arising out of the engagement of technical 
exjieits at the centre is, it is stated, unimportant, 
as occasions for the use of then services will be tew 
and far between, and it will be more convenient to 
engage and pay for the services of the best available 
expert foi the occasion than to 'engage a whole- 
time oflScei foi the purpose 

372 One Indian commercial body which has supported an 
mdustnal bank for each province has suggested that all the pro- 
vincial banks may be federated to an all-India institution, with the 
following functions — 

(i) propaganda and adveitisement with a view to mobilizing 
capital for investment in the shales of provincial 
banks , 

(ii) raising of funds by debentures or loans from the Govern- 
ment of India and distributing them as additional 
cajiital to provincial banks in accordance with the re- 
quirements of each province , 

(m) controlling the piovincial banks with a view to co- 
ordination and to avoid overproduction in the various 
industries, and 

(iv) la'^ing down general pimciple'=' for tire guidance of pro- 
vincial banks and examining larger juopositions for 
financial assistance to industries 

373 The foieign banking experts nr then first memorandum on 
the subject were definitely m favour ot an all-India institution, 
but after discussing the constitutional difficulty they modified their 
view's though thev still considered that there should be an inter- 
,piovinc]al organization to secure co-oidination After fully con- 
sidering the matter in all its aspects, we think that the 
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balance of advantage hes m the cieation of pioMncial institnkons, 
oui detailed pioiiosals in legaid to v-liich will be found in a later 
paragiapli It will be obseived that we do not at the same time 
laile out the foimation of an all-India institution should its need 
ut any time be established to the satisfaction of the Central 
Legi^ilature 

374 Wc shall next tuin to the examination of the details of the 
vaiious schemes placed befoie us 

(i) Capital — Shares and debentures 

37 j It is pioposed that the capital of the industrial bank should 
he obtained partly fiom shares and partly fiom issue of de- 
bentures Some witnesses aie foi placing a limit on the total 
amount of debentuies to be issued m relation to the paid-up shaie 
capital, e <7 , a limit of fifteen times and five times the paid-up 
-capital has been suggested Some others prefei not to have any 
limit and think that the amount of debentures to be issued should 
•only be limited liy the industrial possibilities in the country and 
that debentures might be issued giadually to any extent requned 

376 As legal ds the initial share capital requned for an all-India 
aiidustiial bank different estimates have been given , some of these 
are furnished below — 

(1) Bs 50 lakhs to stait with, which may be increased 

gradually as required The object is that no more 
funds should be raised than can be employed im- 
mediately 

(2) Es 3 croies, on the basis of Es 30 lakhs tor each pro- 

vince In view of the potential field for industnal 
development, this is not considered adequate but it 
suggested that it can be supplemented later 

(3) Es 10 crores authorized of which Es 2 crores may 

be paid up initially If the bank issues debentures 
the large shaie capital will be a security against the 
debenture issue 

377 In the case of a provincial industnal bank, one estimate 
of the shaie capital lequiied is Es 6 croies authoiized and Es 1 
•crore paid up These figures are for the Bank in Bombay and 
aie based on the industnal possibilities of that piovince It is 
reported that recently two mills raised debentuies to the extent 
of Es 90 lakhs and that another is trying to raise money up to 
Es 25 lakhs and that the piovincial bank should at least have a 
paid up capital of Es 1 ciore so that with that initial capital 
and with the additional funds raised by means of debentures, the 
Bank may be able to meet fully the requirements of the industries 
in the province 
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(ji) Receipt oj deposits 

61% Opinion among witnesses is di\ided on the question ct 
the receipt of deposits One piominent Indian ]oint-stock banker 
IS of opinion that the industrial bank sliould not lecene deposits 
for a shoitei term than 3 years, and that it should raise the tuud=! 
required by mean"- of debentures The period of 3 yens has be^n 
suggested for the reason that if the proposed industrial liank 
received yearly deposits, it wmuld necessaiity compete wnth 
the other indigenous banks Another witness has suggested 
that industrial banks should receive cuiient and shoit-teim de- 
posits and do the ordinary commercial banking business, duimg 
the eaih years of their existence Pie has added that the sugges- 
tion to lestiict the receipt of deposits to those lor not less than 
3 vears is not practicable, as m his opinion people w^ould not be 
prepared to place wrth a bank deposits for such a long pciiod as 3 
j^eais At the same time, these shoit-teirn deposits should in bis 
cpinion, be judiciouslj^ laid out, and the fatal eiioi of making long- 
term imestments from short-term deposits shonld be a^ 0 J.ded 
Another vitness again has suggested that industrial banks should 
obtain funds bv long-term deposits, say for 5 tears, and has pointed 
out that if the bank’s stability is guaranteed by the State such 
long-term dejiosits will be forthcoming The Managing Goter- 
noi of the Imperial Bank of India has stated that though it 
IS possible for an industrial bank to finance both block and w'oiking 
capital by means of combined long-term share capital and deben- 
tures and short-term deposits the two functions should preferably 
be kept entirely separate in different institutions w hiclr specialize 
in these particular forms of finance The recommendations of the 
Industrial Commission which are relevant in this connection are 
quoted below — 

“It appears to follow that an industiial bank with a suffi- 
ciently large ca]iital to ensure its safe working must, 
at any rate for some time, combine ordinary banking 
business with its industrial activities to enable it to 
obtain a return on its capital But it cannot be too 
sTiongly emphasized that, in such case the cleaiest 
possible distinction must be drawn between ludustiial 
finance and ordinal v banking business Share and 
debentuie capital and long-term deposits may legiti- 
matety be used for the former purpose, but short-term 
deposits never , and any attempts to employ them 
should be most strictly prohibited, if necessary by 
law' “ 

The Bengal National Chambei of Commerce, how^ever, takes 
excention to this point of view and considers that the mam func- 
tion "of Ihe bank shculd be to provide mitial capital 


T 
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(m) Nature of Government assistance 

37'j In 01 del to mobilize capital for the industrial banks, 
vaiious ineasiues of Goveimnent assistance have been suggested — 

(i) Guaiantee of inteiest on share capital 

(n) Guaiantee of share capital 

(ill) Guaiantee of inteiest on debentures 

(iv) Guarantee of principal of debentuies 

(y) Inclusion of debentures in the hst of trustee securities 

The fiist measure has been suggested in view of the past experi- 
ence of the public If such guaiantee is given, it is hoped that the 
required initial share capital will he forthcoming Some have sug- 
gested that the guaiantee should be limited, as in the case of rail- 
ways, foi a peiiod, say, of 5 or 10 years Others chnsider that the 
guaiantee should be permanent, but that the rate of interest 
guaianteed should be subject to revision every five j’^ears, though 
they agree that a fixed rate would be more acceptable to the pub- 
lic It is said that if Government give a guaiantee of interest, it 
would obviate the necessity of Government having to find the neces- 
sary capital themselves 

The second measure has been recommended by one of the lead- 
ing Indian Chambers of Commerce on the ground that without it 
the bank would not be able to attract sufficient capital When the 
possible reaction of this suggestion on the management of the bank 
was pointed out, it was stated that a few Government directors on 
the board would be able to guard against the danger, though they 
might have ro power of veto 

The thud measure has been favoured generally by most of the 
witnesses Some of the witnesses who have suggested guarantee 
of interest on share capital do not think that Government 
guaiantee in respect of debentuies is necessary^ as the debentures 
will be issued on adequate securities, though others want to have 
a double guaiantee in respect of interest on both share capital 
and debentuies As regards the question of limiting the liability 
of Goveimnent in this matter, it has, on the one hand, been pro- 
posed that Government should guaiantee the interest on debentures 
issued during the first five or ten years On ihe other hand, an 
nnpoitaiit Indian Chamber of Commerce thinks that no limit 
should be placed on the guarantee in view of certain practical diffi- 
culties 111 the matter Foi example, supposing the industrial bank 
finances seveial industries hke the non and steel industry, the cotton 
industry and so on, the guaiantee will have to last till the business 
beromes a paying concern, and the period required to reach the 
^ofit-eaimng stage vanes fiom industry to industry It believes 
that the failure of a properly managed hank worked on sound lines 
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“v\all only be a remote contingency^, and as an extreme case, a pro- 
•vision might be made for Government winding up the business ot 
the bank after a reasonable trial It theietoie ia^ouls the principle 
<of indefinite guarantee with ceitaiii reservations 

The fourth measure is recommended m case it is considered 
necessary The Industrial Commission reported that “a powerful 
and well-diiected stimulus is needed to start the economic develop- 
ment of India along the path of progress Such a stimulus can 
only bo supplied by an organized system ^of technical, financial 
-and administrative assistance ” It has therefore been suggested 
that Government should follow an active and energetic policy ot 
encouragement and support, and should undertake the responsi- 
bility of lending financial assistance of industrial banks, either in 
the shape of direct subscription ot capital, or in the form ot 
guaranteeing repayment of capital and interest in respect of deben- 
tures issued by them The interest of Government could be sate- 
guarded by the nonnnation of a Goieinment director on the board 
of the bank in addition to a director to watch the interests of 
debenture holders 

The last measure has the general support of witnesses, though 
a prominent Indian banker thinks that at the present stage the 
debentures should not be treated as trustee securities and that the 
lesults of the voiking of the proposed new institution will have 
to be watched before such a step is taken 

380 I^ may be added that a few witnesses mcluding one of the 
'Euiopean Chambers of Commerce are not in favour of any 
guarantees by Government They observe that the business 
of any bank, the mterest on the share capital of which is 
guaranteed by Government, would of necessity be lery limited 
and inelastic, as it would not be prepared to take even the ordinary 
.risks which every bank runs in making an advance to a customer, 

! 

(n) Natiiie of Government coniwt 

$ - 

dSl In view of the various suggestions made for financial 
assistance by Government, some kind of control by Government 
over the managemefat and the activities of the bank is generally 
admitted to be nece'^sary It has been suggested in the first 
place that the following restrictions Oh the activities of the banks 
may well be placed — .<• 

^(i) The' hank should not lend more than 10 per cent of its 
capital to ai particular industry or to a paiticular 
^ irronp of industries Some witnesses would go so far 

as to raise the limit to 25 per cent and to mclude the 
-- reserves of the bank with the paid-up capital for pur- 

poses of this rule, while others would reduce the limit 
to 5 pel cent 

T 3 
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(ii) Advances should be made only aftei the piospects of th& 
industiial concern have been declaied to be fa^oulable 
'bj^ tlie G-OACunnent oi the bank’s technical exjieit 
An Indian Ghambei of Comineice has suggested that 
Government may emiiloy a comiietent expeit to ad- 
vise and lepoit to them about the natuie of the bank’s 
commitments and its financial position fiom time to 
time 

(m) Applications foi loans should be entei tamed only after 
oO per cent ol the icquiied capital ot the compaii'v 
has been subsciibed and paid up Tins uould mean 
that the industiial bank uoukl not take the v hole- 
risk and that the piomoteis and the public vould also 
take a substantial iisk Some v finesses vho accept 
the piinciple of tins lestiiction have staled, hov- 
eiei, that they aie not wedded to the figiue of 50 
pel cent 

(n) The bank should satish itsell that the management 
of the mdustiial concern is m the hands of competent 
people haMiig enough evpeiience m tne paiticular 
hue One of the Indian Chambers ot Commeice has 
caggoned that following the model of Geiinan banks, 
the pioposod industiial bank should letain some 
ccnciol o^e^ the industiial concerns vhich it helps or 
promotes One vitness has gone so fai as to saj that 
the industiial bank could claim all the lights of a 
paitnei m the indnstiml concein vithout the habili- 
iies 

382 In the second place, it has been pioposed that Goteinment 
should hate an active voice in the management of the bank by the 
appointment of one oi tuo lepiesentatives of Government as cliiec- 
tois of the bank, vith oi vithout the iiover to vote oi to veto 
One important Indian Chambei vould prefer the ajipomtment ol 
these diiectois b-^ the Legislati\e Assembly, though it is not 
particular that the selection should be made fiom among the mem- 
beis of that body Witnesses aie not geneially agreeable to con- 
cede the light of \eto to the Government nominees, as they considei 
such iigid Goveinment contiol neithei necessary noi desirable If 
Gm eminent only guarantee the interest on the shaie capital oi on 
debentuies oi on both, the dnectois of the bank who will be aF 
keen and practical businessmen may, in their opimon, be expected 
to conduct the affairs on sound lines m the inteiests of the shaie- 
lioldeis, and the mteiests of Goveinment can not be more import- 
ant than those of the sliaieholdeis so as to lendei the giant of 
powers of 1 eto to the Goveinment director necessary The opposition 
of some of the witnesses to the giant of the light of loting to the 
Goveinment diiectoi is probably based on the precedent of the 
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position of the Government lejiiesentative on the Central Board 
of the Impeiial Bank of India, bnt it is apparently overlooked that 
in addition to the uon-voting Government official on the Board 
of that Bank, there aie four dnectois nominated by Government 
'R’ho have the right to vote 

38 I To new of the bin den placed on the Indian taxpayer by 
the vaiious pioposals for Government assistance, it has been sug- 
gested that a limit should be placed on the extent of non-national 
participation in the share capital of the industries which the bank 
IS called upon to finance and also in the ‘hare capital of the indus- 
tiial bank itself 


G) Nature and scope of advances 

38J IMost of the witnesses who have advocated the scheme ot 
an industrial bank have done so with a view to piovide finance for 
a pait of the initial block capital of indnstiies and for the capital 
required for any future extensions, such finance being provided 
either in the form of a diiect loan to the industrial concern or by 
undei-wiitmg the capital issue of the concern They think that 
the hank would be of great use in regard to new and ■goring indus- 
tries, though they have no objection to old and well-established 
industries, such as cotton and jute mills, being also financed by the 
bank They contemplate that existmg commercial banks will 
continue to jiiovide working capital to industrial concerns from their 
short-term deposits on the security of the liquid assets of those 
concerns But in cases where such accommodation is not easily 
forthcoming from commercial banks, the proposed industrial 
bank will provide also the norking capital Moreover it is possible 
that in order to keep its funds fully emploj^ed and to meet the 
convenience of industries, the industiial bank may find it necessary 
to engage in the financing of both the short-term and long-term 
needs of rndustiies, though a few witnesses consider that it would 
be more adiantageous that the industnal bank should specialize 
in the grant of long-term loans foi financing block capital It has 
also been suggested that it will take some time for the industrial 
possibilities of the country to be investigated and for new organized 
industries to be started, and meanwhile it is pioposed that the 
industrial bank should develop the cottage industries whose im- 
portance from the point of view of the well-being of the rural popu- 
lations cannot be undeirafed 

The GERvr-\N systevi of peoviding finance foe indhsteies 

385 Wf' aie av;aie that in the vaiious proposals put forward by 
Provincial Committees and by wutnesses before us they have been 
influenced by what they conceive to be the relation between banks 
and industry in Germany We have had the benefit of studying 
a recent book on “Joint Stock Banking in Germany” by P Bariett 
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Whale, v.hich has been cousidexed by the Geiman expeifc oir 
Industual Banking appointed to advise us as the only comprehen- 
sive and neutial study of the subject giving the facts .with caieful 
comments and cautious conclusions We piopose to give here a 
hiief desciiption of the lelations between banks and industual firms 
in Geimauy as gatheied by us fiom a study of this book and our 
discussions with the experts 

386 An industual film m Geimany lias vhat is called a curient 
account connection ’uitli its bank, nhich is distinct fiom the 
cuiient account as used in lelation to banks and their 
clients in England oi in India In the oidinarj’- current 
account connection, the customer is sometimes in debt to 
the bank and sometimes has a balance to his credit Many 
claims thus arise on both sides which are not settled indi- 
Mduall^^ but are settled periodically, usually every six months The 
extent of the customer’s indebtedness, the maximum period for 
which it may be outstanding, and the security to be given, are fixed 
by agreement fiom time to time aftei consideration of all the 
circumstances of the case The cuiient account advances aie 
used bv the average German firm not only for the purpose of pro- 
Mding itself with woiking capital but also for supplying blocir 
foi extensions m anticipation of lecouise to the investment market 

38” Industries in Geimany provide themselves with initial 
capital 111 tw o ways Eitliei the promoters invite the public to sub- 
scribe the capital and to help to bring the company into existence , 
or the promoters themselves take over the entire capital in the first 
instance with the intention of placing the shares among the public 
subsequently Although promotion of industrial compames by 
subscription was the general practice at an early period of German 
industrial development, the second method is said to have com- 
])letelv SLipplanieci the fiist in later years In coimection with 
the second method of promotion, because the mvestmg public 
either lequne a lead or feel a reluctance to decide on participation 
in an undertaking before it is fully launched, banks in Germany 
have played an important part in providing the greater part of the 
initial capital, wdiich is subsequently placed among the investing 
pubhc either by offeimg them for public subscription or by direct 
sale to customers or to banlung firms in relation with the banks 
In oidei to reduce the risk borne by a single bank, and to ensure 
the success of the issue, it is veiv common for several banks (or 
bankers) to join together in what is called a 'konso'itinm and 
pledge themselves to accept a certain portion of the issue It is 
impoitant to notice that the investment of Geiman banks 
in shaies of indm trial companies is not a long-term investment 
and IS resorted to merely as a safe and liquid mvestraeni. for part 
of the bank’s lesouices in first class securities It is not inconceiv- 
able that cn cum stances may aiise wdien on account of the issue- 
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pro'^ii^ rii'5nccet‘'ful, the banks may be compelled to bold the 
secuiities almost indefinitely But such a situation is regaided as 
involnutaiy and incidental Biom the bank’s pomt of view, its 
paiticipation in the piomotion of new mdustrial companies is con- 
sidered useful for acquiiing business connections oi extending the 
bank’s influence 

383 It will thus be seen that when industiial companies vish to 
piocuie new capital, whethei fiom existmg shaieliolders oi by issue 
of new shares oi debentures in the general capital market, the 
German companj- aiianges the transaction with the bank with 
nhich it is in permanent banking relations The oidinaiy banking 
business in which deposits fiom the general public are employed 
is decidedly the most important business of German banks In 
addition^ there is a department for industrial and similai finance, 
with a limited share of the bank’s own resources, for cairymg on 
financial transactions aiising fiom time to time in the relations of 
the bank with industrial and similai loint-stock companies 

These financial tiansactions lequue a certain amount of capital 
investment which is kept in conseivative lelation to the share 
capital and leseives of the bank While it lemains more oi less 
stable in the aggregate, its composition is changmg as qnickly as 
market conditions will allow If the public is not responsive to 
the offer of secuiities lesultmg fiom such industiial financing it 
follows that the banks cannot contmue their assistance to industries 
until the public is again piepaied to put up the new capital requned 


OUK PSOPOSALS 
Some Geneial Piinciples 

380 In the preceding paiagiaphs we have given an account of 
the financial requirements of mdustiies in India as placed before 
us by wutnesses and by the Provmcial Banking Committees and 
we have described the various proposals which have been placed 
before us for improving the present position We shall now pro- 
ceed to record our conclusions and to make oui recommendations 

390 We must admit that some misapprehension exists m the 
minds of some of the people who have favoured us with then 
views about the proper function of banks in the matter of providing 
industiial capital Generally speaking, initial block capital for 
industrial enterprises should be put up by private or public 
sub^'Ciiption Such block capital for subsequent unproven lents and 
extensions as is not pioiided out of undivided piofits should be 
supplied by inciease of share capital or by issue of debentures* 
but pending a favourable oppoitunitv for such fnither is'^oes of 
share oi debentuie capital, commeicial banks might be expected 
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to =;upph finance toi the^e xnnposcs in the foim of tcinpoiaiy ad- 
lauces pioMclcd fliat adequate ‘^ctuut'^ is foitlicoming Fui'tliei 
the ideal aiiangcinent is that induslual enteipti«es should aFo xno- 
Tido out of then initial capital tlic minimum ntcessai^ woiking 
capital, the amount of ulncli will depend on the paiticulai facts 
connected wilh each industnal entetpnsc Anj cxtia lequiiemcnts 
of w 01 kill" lapitai o\ei and ahoic Ihis minimum mi"ht he met bv 
^boit-tcnn adiances hi couimcicial banks whicli will be entitled 
to lequue that the industnal entcipii‘?e maintains a safe and proper * 
lelation betv een oixiicd and lio> rowed capital 

IVhal Loiuincicial hauls in India can do 

‘ini AYc coimdoi that in India, in connection with tlie i^-uc of 
shaie-^ and deinuituic'- 1)' nidmtnal com}>anies, anch of the CMstiii" 
commeujal lianlcs as aie well cshmhshcd and cam on their 
otdiiiau bankiii" husine=-, on the ‘safest and soundest lines, iniglit 
willi adianta"e to the nidustnes follow, as far as possible, tbs 
Geiuian s-^ stem AVc do not , howeici think that it is to the advaii- 
tacc either of the conimoicial hanking svstem or Indian industries 
that nn^ of the weaker hanks should paiticipate m such mdn«tnal 
finaiinnaf Tins new class of hiismess loquires much expcnence 
and an established pollc^ of sound lianking It also demands con- 
sidciablc capital and a film losistancc to the speculative tempta- 
tion which easih aiises m a lino of business wliete securities are 
Cleat' d and sold The Imlk of the jomt-stock banks in India ate 
at piescnt not ioad'\ foi tins aetl^lt^ and oven the laigci ones can 
cultnate it only slowlv, with great caution and pieferablt' nnder 
competent guidance as paiticipants m stiong sT^udicates It is, 
liowcAei, possible that the Tmpciial Bank of India may as soon 
as a Bcseive Bank comes mto being, make a start in the above 
duection and gne a lead In fact some witnesses bare pioposod 
that when the lleseixc Bank is established, the Impeiial Bank 
of India should be coineited into an industiiAl hank and tlie enoi- 
mons expeiience and tiainmg of its ofnceis should be directed to this 
blanch of banking to the qieat benefit of the coimtiy It must 
be iecogni?’ed that tins is -i mattei which entneh depends on the 
wishes of the shaieholdeis of the Bank We desue, tbeiefoie, 
to state that oui lecommcndation is in the natnie of a suggestion 
to the shaieholdeis of the Impeiial Bank of India and we nie sine 
that if om suggestion is cauied out, il> would not onlv promote the 
general nrdnstiial development of the conntiy but would also be 
equally profitable to the Bank itself 

392 The total capital and lesei ve of the Imperial Bank of India 
amount to Bs II crores Simdai figures foi the rune big Indian 
]oint-stock banks are Rs 7 5 mores If 10 per cent of "the total 
capital and lesencs of these ten institutions are utilized in the 
manner suggested by ns m the preceding paragraph, we hope that 
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^itli the co-opeiation of the public, ^\hich oia account ot the 
luci easing association of banks uith industiial shaies and deben- 
tiiies, ha’se gieatei confidence in these secniities, it will be possible 
toi the commeicial banks m India to lendei to indnstiies in India 
financial assistance ot no mean magnitude 

393 Me haie lefeiied in a pievious paiagiaph to the piactice 
m the cotton mill mdustij in ceitam centies ot India of depending 
on deposits tioin the public foi financing block capital We agiee 
with the ciiticism that has been made that dependence on such 
deposits has its dangeis, especially at a tune of depiession We 
aie of the opinion that capital winch is lequiied eithei perma- 
nently 01 foi long periods should be raised b}- means of shaies and 
debentuies and not by means ot deposits It is tbeictoie desnable 
that with the co-opcxation of banks these deposits should be lephced 
b} share oi debentuie capital as soon as possible We contemplate 
that these conveision operations should be slow iv and giadually 
undertaken bv bonks part o'' the new' hne of business w'hich 
wn have recommended above 

391 M’e hare heard it in er ’deuce that it is necessaij for a 
commercial bank to have technical experts on its staff to facilitate 
its operations with ii'dustiial concerns M’e do not agree with ihis 
Mew , as it is not possible to covei the technique of all the mdustiies 
b} such an aiiangemeut We considei it useful that a com- 
mercial bank w'hich has business relations with industrial firms 
should hare somebod-y on the management, say an Assistant 
Manager, who is fivl} conversant with the financial side of indus- 
tries in geueiai rmdei stand the Impeinl Bank of Incha have 

special departments m the local head offices for this purpose 

395 'NYitnesses hare lefeiied to the need for a sympathetic 
attitude oil the part of banks towards industries 'We realize that 
that IS the si.ciet of the Geimaii banking policy m lespec-t of 
mdii'^tiies Gmnan banks delegate a membei of then management 
to act on the Boaid of Supeivisois 'of companies with which they 
have busine‘=s i 'latjon m older to rndintam a close connection with 
those companies The piesence ot the==e bank delegates is of con- 
siderable use to the mdu^stiial rmdeitaknrgs m view of then general 
experience in finaiice It is also of advantage to tlie banks them- 
selves as a measuie o^f piotection against losses In fact the 
sr'stem of close inteiconise between banks and mdustiies thus 
bi ought about creates an atmosphere of mutual confidence with 
resultant benefit to both parties It is, however, essential that the 
hanks must not allow themselves to be diawir into liabilities and 
investments rrhich are not compatible with sound banking We 
considei that this successful German model inav be copred by banks 
in India wlncn mar' establish useful liaison betw een themselves and 
nrdusfries by a]rpomtmg one of their Managing Directors 
or Managers as one of the directors of the indnstiral 



concerns financed them Besides tbc fuinislnng of peiiodi- 
cal balance sheets, and the lepicsentation ot a nienibei of the 
bank’s management on the boards oi companies, it is necessaiy, 
toi the establishment of an eliectn'e liaison, that the entiie banking 
business of an industiial concern icqmimg accommodation fioin % 
bank should be concentiated in the hands of one bank and not 
split up among sc%eial banks 

396 With the same end in mca, u ~ , the ci cation of a sym- 
pathetic attitude on the jiait of banks ton aids industual concerns, 
ne lecommcnd the appomlmcnl of local Advisoiy Gomniittces m 
banks W'e h.a\c aheadi lefeiied to the establishment oi local 
boaids ba the Bank oi India, nlnch luue leplaced the Bank’s shiotl 
111 the mallei oi pioiiding the IManagoi nitli lelialde infoiniation le- 
gaiding the status and linann.i! position oi the Bank’s client-^ 
We ngiee that such loc il boaids aie icn u^^eful and desuable not 
onh to help the bank in assessing the linamial position of its clients 
hue al'o 111 lemoMiig fiom the minds ol its thenls the suspicion 
of Linfan oi nnstmpathetic tieatinent In oidei not to weaken 
the ic^ponsilnlitv of the management il is ho\\e\ei necest^aiy that 
these local boaids should be miesled nilh functions of a pinch ad- 
visoiy chaiactci, and should he appointed h\ the Boaid of Bnectois 
of the bank The Boaid of Dneclois will no doubt choose foi the 
adM<50iy boaids leading men in local business and mdiistn who. 
in then opinion, ttill command the confidence of the imbht and 
especially of the 1 aids’s clients 

397 We haae lefeiicd to the complaint that banks in India 
insist on the full backing of liquid assets foi then loans and lake 
no account of aaluablc block capita] We have asceitaiued that 
hanks in Geimany make their adaances on the sccuutv of block 
the liquid assets of the industiial entcipii^es being left iinencnmbeied 
as seciuity foi suppheis of ia%\ mateiials to the mdustiies In 
Canada, banks aie jnolnbited by lau fiom advancing anainst immo- 
1 able propel tv and achanccs aie seemed In liquid assets. Init banks 
aie aliened to take ical estate as additional co\ei to eMstiug del5t 
The piactice thus ^a^les fiom one countiy to anothei , and no hard 
and fast lule can be laid doun logardmg the foim of secuiify lor 
achances E\en in India the piactice is not unifoim in all paits 
Joint-sTock banks in the Puniab make achanccs on the secniitv 
of block to the extent of 20 to 30 per cent of its estimated 'value, 
the limit haMiig been ,10 pei cent bcfoie 1926 While v\e lecogni/e 
that the question of decidmu alionl the natuie and adequacy of 
secmities olTcied foi loans should he left to Ine final decision ot 
the hanks themsehes ne sympathise with the nitnessec: nho plead 
foi a moie libeial polic\ on the i^ait of banks in the mattei of 
advances In paiticulai, y,e consulei lh.it industiial conccuis m 
Incha may K'asonably expect to ha^e the vihole of their uoiking 
camtal supplied by commcicial banks if adequate seciuity to the 
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satisfaction of the banks is offered ind ^f it is lecogmzed by the 
indnstiial concern that the banks can demand repayment of the 
.whole 01 paiD ot the amount lent if they find it necessaiy to adopt 
sncn a course 

398 It IS fiuther commonly complained that banks in India 

lend much less on peisonal security than in other countries, and 
that this piactice is specially incouvement to the cotton mills m 
Ahmedabad -which take deposits fiom the public, as the giant of 
secuiity by the mills in the foim of hypothecation of stock would 
affect most piejudiciallj'- the whole fabiic of the mills’ credit We 
haie dealt at some length m another chapter of oui report with 
the causes that have led banks m India to demand tangible security 
as cover for then advances We wish to state here that according 
to oin information the grant of advances on peisonal credit in 
western countries is limited to big firms of undisputed standing 
We cannot therefore recommend an indiscriminate extension of 
the system of granting clean credits by banks m India, but we hope 
that with the increase in the number of similar large firms in 
India the leluctance of banks to lend without security will gradually 
duninish We have had no evidence regarding the policy follow^ed 
by the Imperial Bank of India and other loint-stock banks in the 
matter of advances to existing firms of standing and repute If, 
hoveiei, these banks make no difference between borrowers of 
different standing and follow the same policy in either case, wo 
must then plead for a change of policy on then part both in the- 
interests of Bie mdu‘<liy and the interests of the f,ood name of the 
banks, as otherwise the banks’ methods might be stigmatized as- 
pirmitne and under doped ^ 

Provision of hoiq-ieim capital and the fiscal policy of Government 

399 In making our recommendations in the pievious paragraphs 
as to the various directions m which existing banks in India can 
make themselves more serviceable to industries, we have more or 
less accepted the position that the industries in India geneiallv 
need financial assistance for block and working capital over and 
above what is available to them at present After studying the 
evidence placed befoie us and before the Provincial Committees, 
we have further come to the conclusion that as regards initial 
capital for promotion of industries the existing facilities are so 
inadequate that the proposals w^e hare made in the previous paia- 
gia]ihs will not fidlv meet the situation The inibhc in India 
piefei to inre't their savings m Government securities and in 
Municipal and Poit Trust loans to investing in industrial secnrilies 
Tins state of affairs may be partly due to the nrinciple of ‘safety 
first’ followed Iw Indian investors, but we attach great rmportance 
to the opinion of several witnesses which has been confirmed bv 
tho‘5e of our colleagues in the Committee who are bankers, that 
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confidence on tlio ]'ari' of the jmcstoi in sccuiitie? of the latter 
land vould have been gieatei, and consequently In': vilhiiguess 
to ime^t in Ihein, li the investoi had the knowledge that decisions 
lelating to mdtr^iiial and fiscal matleis icstcd solely and finally 
vith the goi eminent of the countiy lesiionsible to its Icgislatuic 
Wc also considci thai the high lates of intGie''t paid on (loioin- 
nicnt bouoving'^ in lecent }cais haie been paitly lesponMble 
foi the lelatnc populaiity of Goa eminent secinitics as compaied 
AAifh indnstiial shaies and debentuies It inaj be asked hoAV 
a change in the piesent position legaiding fiscal pohc} Avould help 
to dnect capital to mdustiies, if Go\emracnt sccmitics continued 
to cany high lates of intciest as at piesent We think that a 
nationalization ol the conntn’s fiscal policA A\ould AAith ‘^innlai 
lefoinis in cthci spheies of national life, enable indintiial inAC't- 
inentb to become equallv atliactu’e with Goi'emment sccuuties 

400 Wc giAC below fignies showing the net capital niAesled 
nnnualh' in joint-stock companies fiom the yeai 1910-11 Obese 
haie been taken fiom the statistics ol paid-up capital of companies 
gmen m the publication of the Diiectoi Gcneial of Commcicial 
Intelligence, Calcutta — 
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It Will be seen fiom the ahoAc figuies ‘^hat except lu a foAA Acais 
of abnoiinal actmity the funds aAailal lo foi piomotion of com- 
panies haAe ahvaAs been small and that the complaint that puAate 
suhsciiption to the shaic capital of indnstiial undeitalangs is not 
adequate is fully justified As stated in the eaihei jiaragiaphs 
ef this chaptei, the need of enconiagmg indnstiial dcA'elopment 
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iias long been felt in India In view of the ■unfa\ curable 
voiM outlook foi agiicultuial piodute, industiializalion lias been 
piessed in otliei countiies in oidei “to strengthen the home 
maiket, impiove tiade balances and leinfoice the veiy basis of the 
public levenue ’ These reasons, coupled with the necessity or 
making India inoie sell-sutficient and less dependent on agiiculture,. 
make it inipeiative that some steps should be taken to mobilize hei 
lesouices for the promotion of new industiial undertakings and foi 
the expansion of existing ones 

Provincial Indiiscnal Coipomhon 

401 We assume that the development of mdustiies within then’ 
teiiitoiies will be one of the functions which would vest m the 
piovincial Goveinments uudei the constitution We theietoie le- 
commend that, as an exception to what i'^ stated m paiagiaph 390 
above, if a piOMnc>ai Goveinment m the discharge of its lesponsi- 
bihtv foi the development ot mdustiies within its tenitoiies finds 
it necessary to ensiiie the supjily ot financial facilities to mdustiial 
concerns, a TioMiicial Industrial Coipoiation, wutli blanches, if 
necessaiv , and working with capital initially oi permanently 
supplied bv the pioviucial Goveinment should be established This 
lecommendation is based on the assumption that the impending 
changes m the constitution of India will obviate any undue intei- 
i’eionce on the paG of the central authority wnth the boiiowing 
powers of the provincial Governments as may have taken place in 
the past We note that five of the Provincial Banking Enquiiy 
Committees have lorommended the establishment of such institu- 
tious and have roleiied to paiticular types of industries which need 
financial 'issistance Oui proposals cover the case of such industries, 
but they are not necessaiily lestricted to them We have carefully 
consideied the question whethei we should define in any w^ay the 
classes or the chaiscter of mdustiies w'hich might expect to be 
financed by the proposed coiporation, but we have come to the con- 
(Insion that such defimtion is not called for Gircunittance'’ varv 
fiom piovmce to piovunce and w’e think it undesirable to fetter m 
any way the discretion ^ piovincial Governments in a matter winch 
IS of fundamental impoi lance fiom the point of view of piovmcial 
deielopmem hv suggesting haid and fast ciiteria for the giant of 
assistance by I’he proposed corporation At the same time, following 
the ludnu Industral Commission, we hold that +he advnsability of 
giving assistance in an\ paiticnlai case should depend on the extent 
to wdiich the enteipiise will be of benefit to the public, and will 
add to the pioductive powder of the province and piovide employ- 
ment for its people, and not merely on its probable advantage to 
the promoters of the industiy 

402 It IS not possible for us to estimate what should be the 
initial share capital of the pioposed corporation The amount 
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Mould natiually depend on the conditious of each pi ounce We 
should piefei lhal the Coipoiation obtains its sliaic capital as fai 
as possible fiom the public, but in view of the obvious hmitalions 
in the piesent cncmnstancos of India, it is neccs^ai}^ that Goiein- 
ment should take such poition of the sliaie capital of the Corpoia- 
tion as cannot be laised by public subsciiptiOii AVe do not appiove 
of the suggestion that Go\cinment should guaianteo the share 
eapatal of the Coipoiation oi the dividend on such capital, as in 
oui opinion pioMsioii of share capital b}' the Government would 
gi\e gieatei confidence to the jniblic than eithei of the oilic two 
ineasnies Moreover, the shaieholdeis in an oidinaiy Coipoiation 
should be prepared to go without dnidcnds tor a ceitain initial 
period and we do not think it is leasonablc to expect GoAeinment 
to GLiaiantee duidend^' on shares in legaid to the Industrial Cor- 
poration It might fuithei be cheaper fiom the point of \iew of 
the Corporation that GoAeimnent should bouow’ and supply any 
deficienc}^ in share capital than that the Corporation should raise 
the w'hole of tlie share capital ev«n wuth Goi eminent guarantee of 
dividend 

403 The share capital should be supplemented by debenture 
capital not exceeding at the outset twnce the amount of the share 
capital There should be no difQcuIry in raising this proportion of 
debentuie capital if the investments of the_Coipoiation arc sound 
If in order to attract investment in such debentures it is found 
necessary that Government should offer a ^Maiantee of interest on 
them, Goi eminent maj gne a limited guaiantee, cq , limited to 
the first issue of debentuie oi limited to a ccitnin peiiod of cuucncy 
cf the dobentuie issue 

404 'SVe aie aw’aie that in connection with the issue of deben- 
tures bx co-operative banks provincial GoAcmments have nndei- 
taken to subscribe to the issue We recommend, that they 
might follow' a sunilai ariangement in llie case of debenture 
issues of the Provincial Iiidushial Coipoiation and that they 
might, if necessary, puichase a poition of these issues until a 
regular niaiket has been cieated for them. 

r- *a» 

405 AA'e hare ahead-y icfeiied to the suggesliou by some 
w'ltiicsses that the debentuics of the Indusliial Coipoiation should 
be classed among tiustee secmities AA^e do not snppoit the pro- 
posal until the results of the w'orkiug of the Coipoiation are known 
for a certain period, sa-y five or ten jeais The question should 
then be examined by Government in due course 

406 The Industrial Corporation we Iiave pioposed mav secuie 
additional resources by taking long-teim deposits fiom the public 
but an immediate beginning with deposits foi less than two 
years is undesiiahle, as it is oni intention that the pioposed 
Corporation should specialize in the pioM^^ion of loim-teim 
capital to industries w'hich should continue to obtain then woikincr 

O 
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capital fiom existing institutions When long-term deposits aie 
taken, the money thus acquiierl should not be lent out toi longei 
peiiods than the cuiienc}’' of the deposits We do not think that 
these lestiictions ^^ould in any May liampei industiies foi vdiose 
benefit the Corpoiation is being established On the othei band, 
we attach great impoitance to the fact that an institution working 
w'ltli special patronage from Government should not compete with 
private joint-stock banks to wdiose development in the future we are 
looking iurw'aid 

407 In Older to safeguard the interests of Government, we re- 
commend that in cases where Government subscribes to the share 
■capital 01 debenture capital of the Coi-poiation, or guarantees the 
interest on its debentures, it should be entitled to be lepiesented 
on the Board of Directors of the Corporation during the continu- 
ance of such interest in, and liability for, the concern We have 
carefully considered the question whether the Government repre- 
sentative in such cases should be invested with the powder of veto 
in the deliberations of the Board We do not approve of such a 
provision We think, however, than should a provincial Govern- 
ment so desire, the Government Diiectoi may be entitled to ask for 
a reference to the Government if he does not agree with the views 
of the majority of the Board in legaid to important matters like 
increase or reduction of capital, granting of loans in any particular 
cases and appointment of chief officials of the Corporation 

408 In our opimoii, it is not advisable to fetter the discretion 
ol the management of the new Industrial Corporation m regard to 
the giant of advances in the mannei suggested by several witnesses 
before us But w'e lecominend that bj'-laws should be framed 
by the Corporation defining the conditions under which financial 
facilities may be granted by it to industrial concerns in older to 
ensure that the business of the Corporation is done in a fan and 
impartial mannei , and that so long as Government has an interest 
in the Corpoiation, either on account of its holding a portion of 
the share or debenture capital or its guaranteeing interest on the* 
debentures, such by-laws should lequne the sanction of the 
Government 


An all-India Indusiiial Goipoiation 

409 There are and will be certain mdustiies mostly of a national 
or important character the development of winch will fall \'-jthin 
the functions of the Bedeial or the Central Government and not 
of the provincial Goreinments Further, provincial Governments 
may themselves seek in ceitarn other cases the formation of an 
All-India Corporation to secuie proper haison m the matter of 
finance, and a direct connection with the large spending depari- 
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ments oi the Ceutial Go^einmeBt^ as veil as diiect coiielation for 
llie mdustiies as a vdiolo with lailvaj lates, oustonib, stoies pui- 
chase and othei policies of the Central Government Theie must 
theieloie be cases ir. vliich the vehicle of giMiig financial aid to 
mdustiies should pieteiahlj' be an All-ludia Industiial Corpoiation 
As the Cential Government will piactically haie no teiiltoiy of its 
ovn and as the collective benefit fiom the All-lndia Coipoiation 
vill tlov back to the piovmces, the general economic consideiations 
leading to the establishment ot such an All-India institution may 
fi n d strength fiom the sappoit ot the PioMiicial Governments 
Wo should like il to he cleaii} undei stood tl at on lecom- 
mendatioiis do not lule out the ioimation of such an institution 
vhen itb need is established to the sati'jlaction ot the Fedeial oi 
the Cential Legislatuie Pending the toiniation of such an 
institution, ve contemplauc that the piovincial Coipoiations should 
101 matteis of common inteiest fombine into a Cential Association 
like the Cential Associatmn toi hanks vhicli ve have lecoinmeiid- 
ed elsevhere 


POIXTS OF DIFFEllEXCE WITH FOREIGN BVXKING EXPERTS 

410 It lemaiiis foi us to comment on a few points in the 
sepaiate lepoit of the foreign banking evpeits which lelate to 
ceitain conclusions of otiis in this chaptei 

411 The experts do not subscribe to the statement m paia- 
giaph 397 that industiial concerns in India may reasonably 
expect to have the vhole of then working capital supplied by 
commeicial banks if adequate secuiitft to the satisfaction of the 
banks is offered Thev also consider the use of the expiessions 
‘ideal arrangement’ and ‘minimum working capital’ used in para- 
graph 390 as too weak After our discussion with them we feel 
that there is no d ffeience betveen then vuews ind ours on any 
question of principle As regards the use of the expression 
‘minimum wmking capital’ we find that on page 9 of Karin 
Kock’s “Studv of Interest Pates” (Stocldiolm Economic Studies,- 
Ko 1), reference is made to the demand for working capital over 
and above the mviimum required for financing the minimum 
amount' of stocks or raw material held in the oidinaij’' course of 
bumiess, which demand is usuanv'^ coveied bv dioit-term boiTowing 
We do not therefore see anything ‘‘vv^eak” in our use of the 
expiession In the couise of discus.sion it also seemed clear that 
after a concern had been working for some time it might have 
considerable reserves m the natuie of iiiv'estments against which 
it might quite legitimatelv obtain the whole of its woilmig capital 
from banks, and none of our banker colleagues cflansideis that there 
15 anv thing ol)]ectionabIe m such a course 



FINANCIAL EEQUIEEMENTS OF INDUSTRIES. 


305 


412 The foieign banking experts considex oui pioposed scheme 
of Piovincial Industnal Coipoiations as unsound and suggest that 
the work of the Corpoiations should be restricted to pioneei entei- 
pnses of a non-competitive chaiacter, the opemng up of mineial 
resotnces and laige public utilities, piincipally electiical power 
schemes In then oiimion small mdustiies snould be leinovedfiom 
the scope of the fmaucial assistance to be given bj^ the Coipoiation, 
and financial assistt-nce by Government to the Coipocation should 
be confined to the taking up of the shaie capital As legards the 
stope 01 the pioposed Coipoiations, we would observe in the fust 
place that the expeits have not given due consideiation to the 
unanimous opinion of the Piovincial Committees, and the need 
biotight out in then repoifcs, foi financial assistance to exi^^ting 
«mall and middle-sized mdustiies In the second place, the expeits 
seem to have oveilooked the fact, or what is more piobable they 
were unawaie of it, that the Industnal Commission of 1916 — ^18, 
aftei a caieful study of the need foi industrial development in 
India, lecommended in paiagiaphs 293 to 301 of tlien repoit that 
Goveininent loans to industries, which would according to them 
be leplaced e’^enruclly by loans fiom industrial banks, should be 
given to small and cottage mdustiies, to middle-class mdustiies, 
as well as to large industrial undeitakings In the case of the 
last named categoiies, they observed — 

“The advisability of giving such aid depends on the extent 
to which the starting of the enter pi ise in question 
will be of benefit to the public, and not merelj’' on its 
piobable advantage to the piomoteis of the industry 
Thus, the starting of a new oi the improvement of an 
existing mdustr^% when such a measure is requned 
to supply an existing deficiency in the interests of 
national safety, is clearl} a case foi dnect aid There 
may also be a few cases where a new industiy oi 
process will have such an mrpoitant bearing on the 
economic development of the country as to deseive 
Government help, Pinally, it may even be found 
that the extension of an existing mdustiy to a new 
locality will benefit local consumeis oi producers 
so markedly as to merit Government assistance ” 

We piefei to be guided m the matter the conclusions of tHe 
Indian Industnal Commission In the course of discussions with 
us, it appeared that some at any late of the expeits had no objec- 
tion m principle to the industnal bank extending its operations 
over a wider range of industries, but they were apprehensive that 
this would result in risks which it would b'e unwise for an indus- 
tnal coipoiation to undertake at the earlier stages of its existence 
In then separate report, the experts base their objection to our 

u 
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proposals on the giound that these would involve the taxpayers m 
seiious losses We considei that the interests of the taxpayeis 
would be more eftectively safeguaided by the piovmcial Govern- 
ments responsible, as they w'lll be m the near future, to the elected 
repiesentatives of these taxpayeis than by the imposition of 
aibitiaiy limitations on the operations of the industiial corpora- 
tions, v?hich may have the effect of defeatmg the object for which 
we vant to see them established We have already recommended 
that by-laws should be fiamed by the corporations to define the 
conditions undei which financial facilities may be granted by them 
to industrial concerns , and that such by-laws should require the 
sanction of Government so long as Government has an interest m 
the corporation We have no doubt that m framing the by-laws 
some general piovisions will be incorporated on the Imes indicated 
at the end of paiagiaph 408 above , and that all proposals for 
financial assistance from mdustiial concerns w'ould be carefully 
and fully sciutmized fioin eveiy point of Mew by the Coipoiations 
and that they would also take the customary precautions against 
loss vhich any sound banking concern would naturalljr take 

413 As regards the actual fonns of financial assistance that 
Government should give to the Industrial Corporation w'e have 
proposed that subsciiption to the share capital should be limited 
to that portion which cannot be laised fiom the public, and that 
Government may, in older to attiact imestment in debentures 
issued by the Coipoiation offer a limited guarantee of interest on 
such debentures and also take up a portion of the debentures until 
a regular market foi them has been cieated The suggestion of 
the experts that Government should not give anv assistance m res- 
pect of debentuie capital does not take into account the special 
Indian conditions It has been out experience in connection with 
co-operative banks that the tvo forms of Government assistance 
pioposed by us in connection with debentuie capital are valuable 
in cieatinq confidence in the minds of the investing public Heie 
too, therefore, we aie unable to modify our conclusions 

GovernjMIInt \nd industries 

414 Before we conclude this chapter, it is necessary to des- 
cribe the part plaved by Government in the provision of finance 
for mdustiial concerns 

In three provinces, there are statutory provisions for the grant 
of assistance by Government to industries, namely, the State Aid 
to Tndustiies Act in Madi as and Bihai and ©iissa and the Indus- 
trial Loans Act in the Bnniab All these Acts were passed m 
1923 IJndei the Madras Act, Goveniment can aid new and 
nascent industiies oi industries newly intioduced into an area or 
cottage industries, provided that the concerns are registered in 
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India as lupee companies and comply with the Government lules 
regal ding the constitution of the Board of Birectors The assist- 
ance consists of loans, guaxantee of cash credits with banks, taking; 
up shares oi debeniuies, guaianteemg inteiest on capital, grant on 
favomable teims of land oi raw material and giant of subsidies for 
research The Bihai and Onssa Act is modelled on the hnes of 
the Madias Act and its object, apart fiom piopaganda, demonstra- 
tion and technical assistance, is to give long-term finance to suit- 
able industiial enteipiises, m the shape of direct advances at low 
lates of interest, subsciiption to debentures, guaiantee of cash 
credits with banks, supply of machineiy on hire pmchase basis and 
granting of land and othei Government piopeity on favourable 
terms Applications foi assistance foi Bs 10,000 m any of 
these foims have to be advertised and objections invited in three 
successive issues of the local official Gazette and the loan has to be 
foimally sanctioned by a majority of the membeis of the Board of 
Industiies This publicity and formality, consideied necessary in 
the interests of the tax-payer, is stated to affect the credit of the 
apphcant which is fuither damaged if the application is refused. 
Owing to lack of technical and engineeiing quahfications on the 
pait of the Diiector of Industries and his staff, and the incomplete- 
ness of the enquiiies conducted by the.Boaid of Industiies whose 
membeis are all busy men, it is stated that seiious losses ha^e 
been incuned The late of inteiest on advances is 6^ per cent, 
per annum, and loans cannot be given to the old established indus- 
tiies unless they have been staited in a new area In the Punjab, 
loans under the Industrial Loans Act are generally limited to 
Bs 10,000, and onlv twice lias this limit been exceeded The 
minimum loan is Bs 500 the rate of interest 6 per cent pei annum, 
and the maximum' period of loan 10 years, though the period 
actuall}^ allowed is only 5 years on the average 

415 The total loans granted or guarantees made by the 
Madras Government amount to Bs 8 laldis, of which about a 
sum of Bs 4 lakhs of loans including interest given to one paper 
mill has had to be written off It is reported that prospects of leco- 
venes in certain other cases aie also doubtful The Madras Com- 
mittee add that Government’s attempts to assist industries have 
met with little response and less success The total amount actn 
ally paid or guaianteed up to date m Bihar and Orissa is also 
about Bs 8 lakhs of which a sum of Bs 3 lakhs has proved 
to be irrecoverable The Committee add that the Dnector of 
Industiies in the province expiessed a desire before them to be 
relieved of the heavy banking lesponsibihty placed on him in the 
matter of the workmg of the Act In the Punjab, the total amount 
of loans outstanding at the end of 1929-30 is reported to be Bs 2 53 
lakhs The Committee find it difficult to say if the working of the 
Act IS likely to involve the Government in financial loss 

u 2 
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416 'Although there is no Act in Bombay conesponding to 
those in Madias, Bihai and Orissa and the Punjab, the Govern- 
ment of Bombay hnauce mdustries thiough co-opeiative societies by 
means of loans oi supplies of implements on the hue-puichase 
system The Bombay Committee report that dmmg the last seven 
years loans weie given to two concerns, namely, Bs 6 lakhs to a 
sugai factoiy and Es 5 lakhs to a weaving factoiy The Com- 
mittee lecommend that theie should be an Act foi State aid to 
mdustiies so that the policy of assisting industries vhich hold out 
a leasonable piospect of success and which aie hkely to assist in 
the economic development of the country may be puisued systema- 
tically, foi this purpose the Bspaitment of Tndustiies should be 
endowed with sufficient lesouices, charged with definite functions, 
and invested vath authority to cany out the industiial policv of 
the Government They also suggest that theie should be close co- 
opeiation in legaid to the development of industries between the 
Bepaitment of Industries, the Depaitment of Agncultuie and the 
Co-operative Department Pacilities at State expense foi leseaich 
into piocesses of pioduction and methods of oigamzatioii aie also 
lecommended 

417 The Bengal Committee also piopose that a State Aid to 
Industiies Act foi the piovmce should be passed without fuithci 
delay on the lines of the Acts m Madias and Bihai and Orissa but 
with modifications on more libeial terms A Bill with this object 
111 view IS at pieseiit befoie the local Legislative Council The 
•Ceiitial Piovmces Committee too have supiioited the passing 
of a State Aid to Industiies Act on the lines of the Bill that 
lecently failed to mateiialize into lav, vliich vould give vide 
poweis foi giaiitmg ciedit facilities to deseiving medium-sized 
as well as big industiies The Cential Areas Committee also have 
suggested that the local Governments should extend to these 
aieas the benefits of the Madias State Aid to Industiies Act with 
the addition of a piovision for granting, fiee of chaige, oi on 
favouiable teims, the sei vices of Government officials and expeits 
foi hteitmg, and ofieimg advice m connection with, the mdustiies 
They have added that the possffiihties of developing small indus- 
tiies should be exploied by the Boaid of Economic Development 
which they have pioposed In view of the evidence of the Director 
of Industiies, the Bihar and Orissa Committee have lecommeiided 
that the Industiies Depaitment might sliaie with banks and ap- 
pioved shroffs the task of examining pioposals foi the piovision of 
ciedit to mdustiies, as well as the iisk of loss after credit has been 
jiiovided, and that the banks and shioffs might leceive a commission 
for this assistance including the sbaiing of iisks 

418 The State Aid to Industiies Act deals with two forms of 
assistance to industries, viz , provision of banking and credit faci- 
lities and grant of othei foims of State aid such as subsidies, erants 
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of land, etc We, as a Banking Committee, are concerned only 
■with the piovision of the fiist form of assistance and fiom this- 
point of view, we approve of the recommendations of the Pio- 
vincial Committees lefeiied to above for the enactment of pro- 
vincial legislation on the lines of the Madras State Aid to Indus- 
tiies Acti to iiroMile ciedit facihties to new and nascent industries- 
01 industries newly introduced into an aiea or cottage industnes 
We fuither lecommend that any Government assistance m legaid 
to provision of capital under such legislation should be given 
thiough the Industiial Coiporation, if and when one is established 
in any province on the lines suggested by us We have been 
influenced in the latter recommendation by the evidence of the 
Director of Industries in Bihar and Orissa, lefeiied to above 

• K ^ * / 

Difference of opinion within the Committee 

^ N 

410 In his dissenting minute our colleague, Mi N B Sarker,. 
has disagreed Mith some of oui lecommendations on the subject 
of the financing of industries We find that the mam points of 
difference between Inra and ourseBes arc as follows — 

(1) Ml riaikei wants that we should uncond’Uonally re- 
commend the estabhsliment of Provincial Industiial 
Coipoiations, at any rate in ceitain provinces, instead 
of making our recommendation in this respect 
dependent on the circumstances mentioned by us 
in paiagiaph 401, namely, if a pioviiicial Goveinment 
in the discharge of its lesponsibihties for the develop- 
ment of industries Muthin its temtoiies finds it neces- 
sary to ensure the supply of financial facilities to > 
indusmal concerns 

(521 Mobile wc should like to leave the details of the scheme 
of Provincial Coipoiations to be worked out by the 
picwncial ministers, in consultation with the piowr- 
ciil legislatures concerned, Mr Barker would hire us 
to lav down some broad rules for the gnidance of these 
authorities, both m regard to the functions and busi- 
ness of the Coipoiation 

f?.' Mr Sarker does not agree with us m regard to the re- 
commendation in paiagrajih 403 of our report m 
regard to the proportion of debenture capital to share 
camtal 

We have given careful consideration to Mi Sarkei’s arguments,, 
but see no reason for modifying our conclusions 
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420 The total volume of the import and expoit trade of India 
has amounted in recent yeais to a large sum in the neighbourhood 
of Rs 600 cioies a yeai The countries which participated m this 
trade to the extent of Rs 10 crores or over m 1928-29 were — 

Crores of rupees 


United Kingdom 183 

United States of America . . . . • 56 

Japan .•••••••a 51 

Germany .#####•#• 47 

Ketheilands and Dutch East Indies ... 30 

Erance 22 

Italy 22 

Belgium . . . . • 20 

Ceylon . . . .... 16 

Straits Settlements ... ... 13 

Austraha .... . . 15 


421 The financing of this foieign tiade geneially consists of 
two opeiations, mz — 

(1) the financmg from the Indian port to the foreign port or 

vice versa, and 

(2) the financing from, oi to, the Indian poit to, or fiom, 

the up-country distiibuting or collecting centre 

422 With legal d to item (1) m the pievious paragraph the 
actual forms m which financial accommodation is given are des- 
cubed in paiagiaphs 427 and 429 The bulk of this business, 
which consists mainly of deahng in foreign bills of exchange or 
foieign remittances, is in the hands of non-Indian banks, popularly 
known as exchange banks As stated in paragraph 42, 
the number of these banks is eighteen Two of these, viz , 
Messrs Thomas Cook and Son (Bankeis) and the American Ex- 
jness Company Incorporated, do not play an important part m con- 
nection vith the financing of foreign trade as they deal mostly with 
tourist tiaflic Of the rest, five have a considerable portion of their 
husmess in India, viz , the Chaitered Bank of India, Austraha 
and China, the National Bank of India, the Mercantile Bank of 
India, the P and 0 Banking Corporation and the Eastern Bank. 

( 310 ) 
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T?be lemaming eleven are bianehes oi agencies of large banking 
•coipoiations doing a major poition of tbeir Lusmess abroad Eight 
banks have then bead offices m England , tbiee in Japan , two m 
Holland , two m the United States of Ameiica , one in Erance ; one 
in Portugal, and one in Hongkong The various classes of 
business undertaken by these banks generally aie given in para- 
giaph 42 

423 Theie is no piovision, statutoiy oi otherwise, which lays 
an obligation on these exchange banks to furnish to any autho- 
iit 3 r in India any figures lelating to then business m India For 
puiposes of the Statistical Tables lelating to Banks m India, a 
publication issued by the Diiectoi Geneial of Commercial Intelli- 
gence, figures of Indian deposits and Indian cash balances aie 
Iinnished by the exchange banks confidentially to the India 
Office, which consolidates these figures and supplies the 
consolidated figures for all banks to that officer The following 
statement gives the figures so made a\ailable for a senes of 
wears — 


— 

Number 

of 

banks 

Capital 
Reserve and 
Rest 

1 

Deposits 

in 

India 

Cash 

balance in 
India 




1 

£ (1,000) 

£ (1,000) 

£(1,000) 

1913 (Prewar year) 

1 

♦ 1 

12 

37,825 

23,276 

4,411 

1919 

• 

1 

• 

i 

11 ] 

53,070 

55,769 

22,487 

192C . 

« 


15 

90,217 

56,105 

18,881 

1C21 . 

• » 

• 

17 

111,632 

56,397 

17,675 

j 

1922 . 

• 

1 

18 

1 112,221 

1 

55,038 

i 

12 132 

1923 . 

• 


18 

140,103 

61,332 

10,859 

1924 , 

4 • 


IS 

1 130,464 

62,976 

12,275 

1925 

* • 


18 

138,311 

52,909 

7,062 

192G 


0 

IS 

148,003 

53,638 

8,046 

1927 



18 

180,919 

51,647 

6,098 

1928 



18 

187,923 

63,354 

i 6,042 

1 


N B — Deposits and Cash balances in Ind a have been converted into sterl- 
ing at the rate of la 6cZ a rapoe 


42'1 There is no legal bar to an Indian joint-stock bank undei- 
iaking the first of the operations mentioned in paragraph 421 In 
the days of the East India Company this business was mostly m 
'the hands of Agency houses refeiied to in paragraph 24 and of the 
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banks started in India undei then regis One of the existing ex- 
change banks, the National Bank of India, was actually established 
in nndia -with a lupee capital, though soon aftei its establishment 
it conveited its capital into steihng and tiansfeiied its headquarteis 
to London so as to be at the ccntie of intcinational hnance, follow- 
ing in this respect the footsteps of some of the gieat mei chant 
banking houses of the Continent in the eighteenth centuiy ^Ye 
also undeistand tliat some of the now^ defunct Indian ]omt-stock 
banks have at ditleient times engaged laigely in the business of 
foieign exchange Poi example, the Alliance Bank of Simla, 
Limited, was known to liaic develoiied a large foreign exchange- 
business befoie its collapse in 1023, opeiating in London fnstlv 
thiough coiiespondents like Pan’s Bank and Boulton Biotheis, 
and latei on thiough a branch of its own Dining its six •^cuis 
of independent existence, the Tata Industrial Bank, Limited, aPo 
enaaced fieely in foicign exchange At the pre'^ent moment, Jiow- 
evei, only twm or thice Indian joint-stock banks take an insignifi- 
cant pait in this busme'ss AVe hare made enqnnie‘5, and discussed 
with maiT^ of oui witnc'^scs, the icatjons why the business has now^ 
hecome piacticalB a monopoly of non-Indian banks The foui 
mam rca-'ons gnen are 

(a) the competition of well established non-Indian exchange 
banks wnth large capital and lesencs, 

(h) the absence of blanches of Indian banks at London and 
other impoifaiit foreign ceniies w’hich piecludes them 
from taking part in arbitrage and direct exchaiico 
transactions , 

(e) the small profits now ieah7cd fiom the business and 

(d) the full employment of the icsouices of Indian bank's 
in internal business of a more profitable chaiacter 

AYe may quote m this connection at length the views of a prominent 
Indian jomt-stock banker — 

“The chief difficulties in the way of an Indian bank opening 
a branch in London for exchange business are 
as follows : — 

(1) The b'ank must have a large capital, say over Es 2 

cioies, in order to command ciedit in the London 
discount market as well as with the exchange 
bank's doing business in India 

/• 

(2) To open a branch in London and maintain it on 

sound and proper lines, the institution should be 
in a position to bear a loss of Es 5,000 or more 
every month fop .a period of at least tliree years on 
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account of woikmg expenses and other unfoieseen 
losses which might naturally result foi want, ot 
practical expeiience To expect the branch to be- 
self-suppoiting within thiee years of its existence 
would he too optimistic a view to adopt considering 
the strong position of the exchange banks and the 
veiy narrow margin on which the branch must work 
to attract husmess 

(3; The hianch must have a trained and reliable staff with 
some knowledge of international exchange 

(4) The floating resources of the bank should be large 

enough to permit a big turn-over 

(5) The political movement in India vould affect the 

banking and trading facilities which an Indian bank 
could expect fiom Biitish and foreign banks m 
London and at other places 

■ (6) The hank should have its head office in London rather 

than in India as its chances of securing import and 
export hills as well as bills for collection would theji 
be greater and, being on the spot, the bank would 
be more conversant with the mteinational mcnetsxy 
situation 

(7) The bank could hardly expect to receive in London 
local deposits oi other business from the British 
public 01 mei chants and manufacturers Even 
banks like Chartered, National and Mercantile are 
not much patiomsed by the public in London, and 
are chiefly known to business firms trading with the- 
East 

Some of the above difficulties are hy nature such that they 
cannot be removed by Government interference or 
legislation They could only he solved hy mutual 
trust and good-will But, besides the above difficul- 
ties, exchange banks in India, British and foreign, 
have been so well established and so well provided 
with funds through then Indian branches and the 
London discount market at relatively cheap rates that 
it would he extremely difficult for an institution out- 
side then circle to compete with any measuie of 
success, at least for a time after the starting of the 
exchange business Government, however, could 
encourage approved Indian banks to establish branches 
in London by giving them a part of their exchange 
business, and by lending part of their surplus funds 
at cheap rates ” 
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425 The Impeiial Bank of India is prohibited by its charter 
fiom dealing m bills of exchange pa3'able outside India, and is 
peimitted to make lemittances only for the hona fide peisonal re- 
quuements of its constituents 

42G The exchange banks have blanches at se'veial up-countr\^ 
lilaces, details ot which aie gi\cn in iiaiagiaph 435 In the case 
of tiade between these places and foreign countiie=, it is possible 
toi a nieichant to obtain financial facilities fiom an exchange 
bank to covci the second pait of the opeiation mentioned in para- 
giaph 421, as veil as the fiisl pait b^ a single tiansactiou For 
example, in the case of goods impoited to Delhi, the inward bill 
diawn by the foieign exporter is sent to the bianch of the exchange • 
bank in Delhi, and is collected in due course from the importer 
there and the proceeds remitted abroad Similarly in the case 
of exports from, saj, Amritsar, the Indian exporter can draw a 
bill on the foreign brner under a credit opened bv the buyer, and 
sell it direct to the branch ol the exchange liank at xVmiitsai 
We understand that Indian importers and exporters prefer the 
financing to be arianged by a single agency as this aiiangement 
is found cheaper by them , and we would in this connection invito 
•a reference to para lOG of the lepoit of the Punjab Banking 
Committee In up-counti> places, however, vliere theie are no 
branches of exchange banks the importers or exporters must make 
separate arrangements for the finance of the moremeni of their 
goods fiom or to the Indian ports thiough joint-stock banks or 
other agencies The financing of the business in such cases falls 
definitely into the tvo operations mentioned nr paragraph 421 In 
regard to the second of these operations, m the case of exports, 
the Imperial Bank of India, the Indian jomt-stook banks and 
the indigenous bankers take part in the financing of the move- 
ment of the produce from the collecting centres to the ports, 
and the financial facilities given consist of purchasing demand 
drafts diavn bv the exporters agents on then principal’s firm 
at the port As regards imports, the movement of imported goods 
from the importing point to the di'^tiibutiug centics m India is 
generally financed bv commission agents, shroff’s and Indian jomt- 
stock banks 


Mechanism of Finance 
Expoi ts 

427 When an exporter sells to a foreign buyer, say in tKe 
Dnited Kingdom, credits aie usuallj’ opened with the London banks 
and finance houses and advised to India thiough the medium of 
the exchange banks The bills against sucK credits are drawn 
principally at 3 months’ sight, though longer usance paper is 
•sometimes negotiated, and they are chiefl.y documentary The bills 
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jmay be D A oi D P , the geneial practice bemg to draw D A 
Pills The late foi a 3 months’ bill is higher than that for a 
demand bill to allow for interest during the usance of the 
bill, this rate being regulated by the late of interest ruling at the 
centre on which the bill is drawn These bills, whatever their 
usance, are sent to London and presented for acceptance, and after 
•endorsement bj’^ the exchange banks in London aie usually dis- 
counted in the open market For purposes of rediscount of paper 
with the Bank of England, two British signatmes on such paper 
are necessary In this way the exchange banks receive back in 
sterling the equivalent of then rupee payments in India At 
times it may suit the exchange banks to hold the purchased bills 
until matuiit}’', e g , if the banks are well supplied with funds 
and there is no immediate prospect of the money being profitably 
employed, the bills will be held m portfolio until due date, but 
if trade is brisk or money is tight, the bills may be discounted, 
even at some sacrifice m the rate Should the bills he sent for 
collection through exchange banks, the Indian exporter has to waiS 
for the maturity of the bill before he gets the value in rupees 
This practice is not common 

428 The bulk of the bills between India and Europe, America 
•§hd the Colonies is in sterhng The drafts from and to Japan are 
111 teiins of yen while with China, they are in teims of nipees 

Impoits 

429 As regards the import trade, the bulk of it from Western 
•countries is financed as follows — 

(а) by 60 days sight D P drafts drawn on the Indian 

importer , 

(б) by London Banks’ acceptance of “house” paper By 

this expression is meant a documentary bill drawn by, 
say, a London exporting house on the London office 
of a foreign bank which accepts the bill and returns 
it to the drawer who in turn discounts it in the 
London Money Market The accepting bank for- 
wards the relative documents to its blanch abroad 
for collection of the proceeds of the goods from the 
exporting firms’ foreign office and a remittance is 
sent to London at oi before the maturity of the bill 

Both instruments are generally drawn in sterling In the 
former case interest is payable, usually at 6 per cent, from the 
date of the bill to the approximate date of arrival of the proceeds 
of the bill in London In the latter, the p)aper is discounted in 
the London Market at the prevaihng discount rate, which is 
invariably lowei than the late of interest charged on 60 days 
•sight D P drafts, and importers who have London houses of 
-fhe standing to arrange for acceptance of their paper benefit 
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theieby As, however, 60 days’ sight T> P sterlmg diafts 
aie geneially used in connection with imports by Indians, 11 will 
be seen that in both expoits and impoits by Indians the adjust- 
ment of inteiest between pioducer and consumei is effected in 
India and interest has to be taken into consideration at this end 
in fixing puces in both cases Impoits of sngai from eastern 
countries aie financed h\ bills in steihng, but a fair amount of 
business is done with Java in gmldeis 


Rvpee tmpoit hills 

430 It will be noticed that the bulk of both expoits and imports- 
IS financed by means of steihng bills In the case of expoits, it 
is taiily deal that so long as ci edits can be opened m London, it 
must be to the advantage of the Indian tradei to be able to draw 
bills on London, and have access theieby to the discount facilities 
of the biggest international maiket in the world In the case of 
impoits, howevei, a compaiatively small amount of the tiade is 
financed "by bills wdnch get the benefit of the London discount 
maiket The question, therefoie, aiises whether fiom India’s 
point of view, it would not be advantageous to introduce lupee 
bills in connection with the impoit tiade of India The lepie- 
sentatives of the exchange banks did not see any mateiial diffei- 
ence between the steihng and lupee bills fiom then own point 
of vieu , though fiom the point of view of piomoting a bill-maiket 
in India, they agieed that lupee bills might be useful, then adop- 
tion being a niattei between buyei and sellei In fact 
in the impoit tiade lupee bills aie aheady in existence in 
some cases They pointed out that the bulk of the import bills 
coming out are foi relatively small amounts and that so fai as 
those bills at any late are concerned, the chances of cieating a 
discount market aie not very gieat If the Indian impoiter 
insisted that the foieign expoiter should draw on him in rupees 
the exchange banks, they said, would ceitainly have no objection 
It was pointed out bv some witnesses that manufactmeis were 
now very keen on disposing of tneii products and that it should 
be a good opportunity for Indian impoiters to take advantage of 
the present keen competition among sellers to get them to accept 
the proposed change in the system in far as imports aie con- 
cerned 

In then memoiandum on the Money Maiket, the foreign 
exppits have stated as follow^s in regard to this question — 

“At the present stage we consider the improvement of th'e 
inland bill and money market as the fundamental 
and primary problem This problem must be solved 
befoie progress to an appreciable extent can be- 
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expected in the use of lupee bills foi settling foreign 
tian&actions The question as to what curiency the 
bill will be diawn in, foims part of the conditions 
winch have to be agieed upon by buyeis and selleis 
It needs no comment that they will try to find the 
cheapest solution Undei normal ciicumstances the 
ciuiency of that countiy will be piefeired wheie the 
lowest late of interest prevails and the money and 
bill market is so well developed that no doubt can 
exist about discount faciliticb being available at any 
time during the cuiiency of the bill These condi- 
tions aie lacking in India As long as this is the 
case, trade and industry will be hampered and the 
cost of imported goods raised by enforcing sellers of 
foreign goods to draw rupee bills ” 

. This opinion assumes that the import trade of India is financed m 
the cheapest way with the help of the London money and bill 
market The assumptron is open to criticism As pointed out 
in a previous paragraph, the bulk of the Indian import trade is 
■financed by 60 days’ sight I) P drafts drawn on the Indian im- 
porter, and the latter has to pay interest, usually at 6 per cent 
from the date of the bill to the approximate date of the arrival 
of the proceeds of the bill in London This ’ate is raised when 
the Bank of England rate goes above o per cent and for the greater 
pait of the year 1929 was 7 per cent , baling been as high as 7^ 
per cent from the middle of October till the end of ISTovember, 
during vhich period the Bank of England Bate v/as per cent 
The rate of interest payable bv the Indian importer in respect of 
the rnipoit bills which are now being drawn rn sterling currency is 
thus not based on the open market rate of discount in London 
So long as this state of thiiiGs continues, we think that for the 
unpoit bu'^iness of India, which on private account amounts 
appioximatelv to Es 230 ciores a veai, the natrual bill market is 
In India and not outside India We agree with the suggestion of 
the foreign expeits that the exchange banks should consider the 
uossibihty of changing their present custom to the extent thac they 
should be prepared to accept the bills, instead of purchasing them, 
in the same nay as house paper of a London export house •>s now 
accepted bv them and the bills could then be discounted in the 
London market as described in paragraph 429 (b) If this sugges- 
tion could be followed, and the benefit of the cheap funds in the 
London discount market is passed on to the Indian importer, 
then we agree that any artificial measures for the introduction 
of rupee bills would be of doubtful advantage to India We 
commend this suggestion to the exchange banks for then careful 
consideration, and. we hope that it will he possible for thehr to 
get ovei the difficulty that the majority of Indian import hills 
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aie foi small amounts We also hope that when the Eesen^e 
Bank is established and the aveiage inteiest late in India i& 
bi ought down by eliective measuies on the pait of the banks 
to deal with the seasonal stiingency in the money market, the 
Indian money and discount maiket wall compare favouiablj' with 
that at centies outside India, and that trade wull have lecourse 
to both kinds of bills, lupee bills and bills in foreign currencies, 
accoiding to its convenience If in the meantime impoiteis m 
India find it convenient to have the foieign expoitei diaw on 
them in rupee bills, we trust that, in view of the fact that the 
lepiesentatives of the exchange banks have aheady stated that 
the banks would have no objection to the intioduction of rupee 
billis for impoit business, the exchange banks would also co- 
opeiate and encouiage any efloits in this direction, with a view 
to developing a bill-maiket in India 

Acceptance credit 

431 In Amenca, the aiTangement foi financing the expoit trade- 
used to be somewiiat similai to that obtaimng in India, but aftei the 
establishment of the Bedeial Eeserve Banks the use of the dollar 
acceptance is said to ha'se been developed and the simplicity of 
the system to have piomoted the foieign expoit trade of Amenca. 
Sii Basil Blackett, in Ins memoiandum submitted to the Com- 
mittee, has explained how in the face of world competition India 
cannot affoid to oveilook any improved method of handling her 
annual production of agricultuie and other commodities, and has 
suggested in this connection the development of the practice of 
drawing rupee bills both in regaid to exports and imports and the 
use of the nipee acceptance credit in connection therewith The 
question of creating rupee bills in regard to imports has been dealt 
with in the previous paragraph As legaids expoits, Sii Basil 
Blackett is of opinion that the system of bank acceptance credit 
can be made to sen^e in providing the finance of India’s export 
commodities which lequne extensive accommodation dm mg the 
entire season, pending such actual time as shipments are made 
and sterling or other foreign currency sold to the exchange banks 
At present, the finance obtained by the merchant is by means of 
a cash credit at a high aveiage rate of interest with the added condi- 
tion in some cases that interest will be charged on at least half 
the maximum amount of the loan whether fully availed of oi not 
Sii Basil Blackett has pointed out that the inelasticitv of this system 
must be felt as a haidship by the expoiting community and that it 
would be to the advantage of that community if in place of this cash 
credit system the system of acceptance credit were intioduced, 
under which the exporter could arrange with a bank in India for 
an acceptance credit to be established in his favoui This would 
enable the exporter to draw on the bank for the amount of the- 
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accexitance aud would make it possible foi him duimg the hfe of 
these diafts to send the goods forwaid, diaNvmg an expoit diaft 
on ins customei and offer it foi sale to his bankei in liquidation 
of the obligation at the matuiity of the rupee draft to -sNlnch the 
bankei has gnen his acceptance undei the credit As a lesult oi 
this aiiangement, Su Basil expects that the financial buideu 
placed at present on the exporter dming the 
merchandise is stored and is awaiting an opportunity for ship- 
ment abroad, would be considerably lightened and that the xiiesent 
lestnctions on the \olume of his business would be reduced We 
are told that m inland banlang in India the acceptance credit is 
m use onty to a limited extent and the reasons for this are stated 
to be the following — 

(a) the practical non-existence" of documents of title such 
as warehouse warrants and railway receipts in suit- 
able form, 

(h) the efficiency of the cash credit system which is much 
greater than would appear from Sir Basil Blackett’s 
memoiandum, 

(c) the high stamp duty on bills, and 

id) the difficulty of introducing a form of bill which i^ould 
be accepted throughout India 

If the difficulties in id), (c) and id) could be overcome and a true 
banker's bank was brought into existence along with an organiza- 
tion of merchant bankers and acceptance houses, we think that 
it would be possible to establish a wider use of the system of 
acceptance credit 

432 In paragraph 421 we have mentioned that the financing 
of the import and export trade might be considered under two 
main operations In paragraph 426 we have briefly indicated the 
part played by the exchange banks in regard to the second of these 
operations, and we have dealt at some length with the mechanism 
of the first operation in paragraphs 427 and 429 As a good deal 
of discussion has centred round the former operation, it maj be 
convenient to deal with it fruther in somewhat greater detail 

43J As regards the export trade, the movement of the produce 
from the village to the nvandi, as already described m chapter 
XIII, IS financed by zemmdais, moneylenders, indigenous banks 
and bankers and co-operative societies The Imperial Bank 
of India and the Indian ]omt-stock banks also help in 
financing in villages as they 'lend money m mandis against 
pledge of stocks in the godowns of commission agents and 
exporting houses, the commission agents and exportmg houses in 
turn lending to village producers against the latters’ contracts to 
deliver produce at subsequent dates The exchange banks have 
no dnect part in the movement of produce at this stage, but when 
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the produce is ruo'sed fiom the mandi to the expoitmg poi:&, the 
exchange banks along "VMth the Impeiial Bank of India and the 
Indian ]oint-stock banks take a pait in the financing of the move- 
ment The indigenous banks and some of the exchange banks 
make advances against produce in godowns, but the exchange 
banks usuall}^ limit then accommodation to such films as do 
export business In mandis the expoiteis usually take delivery 
of the produce thioiigh a slnofi fguaiantee biokei) who finances 
the payments and receives a commission oi ^ to ] pei cent for the 
tiansactiou The sin off is paid foi tne puce of the Commodity 
by means of demand drafts dra^\n on the expoitei's film at the 
port and signed by the film’s repiesentatne at the larger centres 
These drafts as already stated aie purchased by the Imperial Bank 
of India, the indigenous banks and the exchange banks, and the 
shroff thus receives funds to finance further transactions 

4)4 Tinning to the impoit tiade^ we have mentioned that the 
movement of imported goods horn the impoiting centres to the 
distributing centres in India is generally financed by commission 
agents, shroffs and Indian jomt-stock banks At inland importing 
centies like Amiitsai, Cawnpoie and Delhi the import bills aie 
mostly D P and are paid on oi before due date by the impoiteis, 
who m case of need may obtain facilities for payment of the bills 
by means of loans gianted bv the exchange oi _ ]omt-stock 
banks The loans are given against a margin of 20 pei cent 
of the value of the goods phis all import charges, and usually carry 
inteiest at about the Imperial Bank rate 

After taking delivery of the goods, the impoiteis sell them 
10 dealers either for cash oi on credit fiom 2 to 4 months with 
inteiest at 6 per cent oi more per annum The wholesale dealers 
in the larger distributing centres similarly deal with the retail 
dealeis m the villages by selling to them either for cash oi on 
credit In the latter transactions, commission agents play an 
important pait, they buv foi the laigci Milage dealeis who in 
t iin sell to the smaller village dealeis who sell to the ryots against 
then promise to pay when the crops aie sold The rates charged 
by the commission agents foi this finance aaiy from 6 to 9 per 
■cent 

43a We have stated m paiagiaph 42 that the exchange banks 
also finance impoits of bullion, both gold and silver It 
may not be out of place heie to describe the method 
of financing followed by these banks Most of the bullion 
:g imported into Bombay by the dealers, the majoiitv of 
whom are members of the Bombay Bullion Exchange, Limited 
These dealeis send orders foi then requnements either diiect o? 
thiough exchange banks oi brokers The orders aie placed 
geneiallv in London, although, m the case of silver, orders are 
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Rent to New York direct to a certain extent As soon as an advice 
IS leceived from London or New York of the pui chase of ballion, 
a remittance is arranged through an exchange bank and a contract 
for the purchase of bullion T T is made and both the exchange 
bank and the dealer abide by its terms The contract is “made 
with the exchange bank by the dealer tnrough certified brokers. 
The bank m Bombay is given written instiuctions by the dealer 
whom and when to pay in London or New York, as the case may 
he, against complete shipping documents , and it instincts its 
office or agents to make the necessary pajunent On 
arrival of the bullion in Bombay, the bank deals the consignment 
and stores it in its strong rooms and the dealer has to arrange to 
take delivery within seven days Interest at the Bank of England 
late, subject to a minimum of 4 per cent per annum, has to be 
paid by the dealer to the bank from the date of payment in 
London or New York to the date of payment in Bombay 
Loans against bullion are given both by the jomt-stock hanks 
and exchange banks The rates charged approximate to the ruling 
rates for call funds m the market The banks reqmre a margin 
of 6 per cent in the case of gold and about Es 5 pei 100 tolas 
in the case of silver, though the margin m the case of silver 
varies according to the market conditions and movement in puces. 

Existing Eacilities 

436 We have been informed by the representatives of the 
Exchange Banks’ Association that merchants are at present able 
to obtain from the exchange banks all the assistance they lequiie 
to finance their import and export trade, piovided they aie ot good 
reputation and possess means in reasonable proportion to the 
trade that they do They have added that it is only 
in cases where banks are unable to ascertam even approxunately 
the financial status of a merchant that the lattei finds difficulty 
m seeming the accommodation he may need for his business In 
their view, no solvent business-man should expeiience any diffi- 
culty, provided he furnished the necessary information in the form 
of a balance-sheet They have therefore suggested that all mer- 
chants in then own interests should adopt the business-hke practice 
of having their books regularly audited by a recognized accountant 
and a balance sheet in coirect form drawn up from time i,o time 
According to them, the European firms invariably have their 
balance-sheets audited by a Chaiteied Accountant, but it is excep- 
tional among Indians to have then balance-sheets similarly pre- 
pared and audited This opinion is generally endorsed by the 
European Chambers of Commerce 

4T/ The Indian Chambers of Gommeice and serial Indian 
witnesses consider that the financing of the foreign trade of India 



322 


SHAPTEB XVII. 


IS fiom the Indian point of "view in a most unsatisfactoiy condi- 
tion The main leasons foi this contiary view held by the Indian 
witnesses haie been stated to be as follows — 

(a) The shaie of Indians in the foreign tiade of India is^ 

aocoiding to the Indian Chambei of Commerce, 
Calcutta/ less than 15 pei cent of the total This, 
they allege, involves the loss to India of a large 
amount in the shape of commission, brokeiage, and 
insuiance, paid to non-Indians It is belieied that 
this piepondeiance of the non-Indian element in the 
foieign tiade of India is due to the laige facilities 
given by the non-Indian exchange banks to their 
nationals opeiating in India 

(b) At piesent in financing the external trade of India, the 

exchange banks have almost a monopoly There 
aie only two oi three Indian joint-stock banks who do 
a little of tins business but almost the vhole of it 
is leally in the hands of non-Indian banks The 
Imperial Bank of India is pievented from engaging in 
this business by' the pioiisions of the Act governing 
its operations The lesonices of the othei Indian 
joint-stock banks (with the exception of a few) are 
not sufficient to enable them to engage in the busi- 
ness Eien w'lth sufficient lesonices, it has been 
found difficult to compete with the well established 
non-Indian banks 

The Exchange Banks’ As'^ociation have fuinished a statemenf* 
icgardmg the paiticipation of Indians and non-Indians in 
the countiT’‘5 foieign tiade winch shows that the Indians have a 
larger shaie than 15 pei cent , and that the share of Indians in 
<his trade has been giadually incieasing This statement, how- 
°vei has been ciitici'^ed on the giounds that (i) it does not gn© 
the actual figuies foi India but only percentages foi tlie individual 
centies, and (n) it ignores that poition of the impoit trade which 
IS handled by the non-Indian wlio aiianges foi the documents to be 
made out in the name of the final buyers wlio are Indians Fui- 
tiiei it IS stated that if we take into account the figuies of foreign 
^lade handled without bank intervention and which is almost wholly 
in the hands of non-Indians, it will be found that the total paiti- 
cipation of Indians is much lowei than shown by the figures given 
in the statement It has not been possible for us to verify the 
figuies given by the Indian Chamber of Commerce oi by the 
Exchange Banks’ Association 

438 In addition to these tw'o general complaints, which are 
not strictly relevant to the problem of banlang facilities, various 

• Appendix in of the Volume of Written Evidence. 
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, other difficulties which aiise fiom the existing arrangements have 
heen brought to the notice of the Committee by Indian witnesses 
These aie mentioned in the succeeding paragiaphs, together 
with the obseivabons made the lepiesentatives of the exchange 
bank's in regaid ic them 

439 One difficulty is that Indian merchants who import from 
abioad cannot do so on D A teims and can do business o»ly on 
D P teims It is said that m oidei to e'ncourage the impoit of 
Manchestei piece-goods, facilities have lecently been offeied to 
inei chants engaged in that trade, but in the case of othei com- 
modities such facilities are not freely available The lepiesentatives 
of the exchange banks have lefeired in the fiist place to the 
piactice followed by the exchange banks of releasing imported 
goods on trust receipts, which m then opinion, more oi less, takes 
the place of the svstem of drawing bills on D A terms Secondly, 
they have pointed out that D A terms are mostlj’- aiianged between 
the exporter abioad and the mipoitei in this country, and the 
reason for the present practice of drawing invariablv on D P 
terms is probably that importeis are mostly people with hmited 
means It has been contended by the exchange banks that they 
ha\e no power to grant D A terms without instructions from the 
exporter abroad The lack of sudi D A facilities has in some 
cases been attributed to the bank lefeiences given by the exchange 
"banks, but the representatives of the latter have pointed out that 
Siank lefeiences aie not the sole basis of guidance to the expoiter 
ubioad who also tries to get into touch with the importer in India 
through a travelling agent, and unless he is thoroughly satisfied, 
he does not allow D A terms The representatives have repu- 
diated the suggestion that the exchange banks have been discourag- 
ing D A facilities with a view to encouraging loan business on 
iitist receipts in order to earn a higher rate of inteiest, and thev 
have also denied the other suggestion that the piesent position is 
-due to the fact that the exchange banks are all non-Indian and 
that if there were Indian exchange banks, the import bills woulc^ 
all be drawn D A instead of D P 

440 Another grievance brought to oin notice by some of the 
Indian witnesses is that in order to get a confirmed letter of credit 
opened, even first class Indian importing firms are required to 
make a deposit of 10 to 15 per cent of the value of goods with 
the exchange banks, while European houses in Calcutta are not 
Tequned to make such deposits The representatives of the ex- 
change banks have pointed out that at least 9/lOths of the import 
■business is tlone without credits at all and that the question of 
deposits in other cases really depends upon the standing and the 
position of the merchant and also to some extent on the nature of 
the commodity imported They have added that it is not a universal 
•nustom to call for deposits and that m the case of well-estabhshed 

V 2 
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films deposits should not be called foi They have stated that** 
there is absolutely no discrimmation between Europeans and 
Indians and the same lules and same standards aie applied to both 
classes of customers 

4il There have also been complaints in regaid to the bank re- 
ferences given by the exchange banks It has been pointed out by 
one Indian Chamber of Commerce that m the case of some Indian 
firms satisfactory references were not supplied by the exchange 
banlis to overseas merchants, though in the case of ’ foreign 
merchants whose resources were considerably lower than those of 
Bome of the Indian firms, the banks of foreign countries supplied, 
very good bank leferences The exchange banks’ representatives 
have said that banks always give the best report they can, based, 
Upon their knowledge of the resources of the clients They have 
observed that in the case of European clients the managers of banks- 
have more intimate knowledge of then integrity and resources, 
but in the case of Indian clients through their shroffs and other 
members of the staff, they make an honest endeavour to get at a 
correct idea of their financial standing 

442 Another complaint made by some of the Indian witnesses- 
is that the Indian merchants have no opportunity of knowing 
under what rules the members of the Exchange Banks’ Association, 
work and the alterations made therein from time to time The 
action of the exchange banks in discontinuing the system of partial 
deliveries has been mentioned and it has been complained that the 
decision of the exchange banks was arrived at without any previous 
notice of the change to the merchants The representatives of the 
exchange banks have assured us that the Association had no idea 
of keeping their rules of business secret and that, in fact, in 
Calcutta, in view of certain requests that had been made for a 
copy of the rules of business, the rules were actually published 
in 1926 Alterations in these rules are not made frequently and 
though the Association did not send the alterations to the customers 
direct, they had been made available to them through the exchange 
brokers The representatives were quite wilhng to make arrange- 
ments for the supply of copies of the rules to merchants and we 
have since been infoimed that copies of the rules are now freely 
available to constituents on application As regards the case ot 
partial deliveries, we have been told that the system was a purely 
temporary phase rendered necessary during the period of slump m 
1921, and that as soon as the stocks had been cleared, the system 
was automatically discontmued We have suggested to the repre- 
sentatives that before making any alterations in the rules of pro- 
cedure, it might be useful to Indian as well as European merchants 
if the Association consulted the Chambers of Commerce and btEer 
representatives of merchants We have been informed that if the 
changes are such that Chambers of Commerce and merchants 
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would be seiiously inteiested m them, the Association would be 
Iiappy to consult them befoie amending the lules We can con- 
cene of changes in the rules which the Association may consider 
ummpoitant, but which may not be legaided in the same light by 
the meichants and ive would iheiefoie impress on the Association 
the advisabihty of consulting commeicial bodies in all cases 

443 At present the exchange banks charge a penalty foi the 
late completion of exchange contiacts It has been lepiesented to 
us that this penalty is lathei high and is capable of reduction The 
lepie'^entatives have explained that a bank has always to act up to 
its coiitiact and that this penalty is intended only to make the 
niei chant also act up to his part of the contract Under the 
present system, the meichant ha^ a whole month befoie him to 
decide whether he can fulfil the coutiact or not, and the present 
penalty, if it should be a deteiicnt, cannot be much reduced 
They have, how'evei, agreed that theie is no reason foi a diffeience 
ill the penalty rates chaiged m Calcutta and Bombay, which are 
l/32d pel week (equal loughlj’- to 9 pei cent interest pel annum) 
and 1 per cent ovei Bank rate respectively They have also ad- 
mitted that it is a mattei for consider atioii wdiethei the rates can- 
not be levelled down We undeistand that the penalty in Calcutta 
has mice been changed to the same basis as in Bombay 

44 J- When a foreign exporter diaw’s a draft on an Indian im- 
poitei and the diaft is held by an exchange bank in India foi collec- 
tion, the Indian impoitei has to pay the bank in rupees at the 
bank’s selhng rate foi demand diafts and he is not allow^ed to pay it 
'either by the demand diafts of another exchange bank, which 
may be had at jnoie favourable lates except on payment of a com- 
mission of \ pel cent oi by his owm cheque on his London agent 
So fai as Calcutta was concerned, an importei could pay for the 
diaft by the T T of anothei exchange bank (being a inembei of the 
Exchange Banks’ Association) wuthout any chaige and the repie- 
sentatives of the exchange banks have agreed that an exchange 
hank is not justified in refusing the importer’s owm cheque on his 
agent in London where funds are known to be available They 
have expressed the view that if the question is put befoie the 
Exchange Banks’ Association, it would be considered As regards 
the method of payment by demand drafts of other banks, we under- 
stand that it IS not the practice of exchange banks to accept them, 
as by this method of payment the bank which gets the bill for col- 
lection would not receive anything for all the trouble m the business 
undei taken by it We do not see any reason why the practice in 
Calcutta regarding payment by T T should not be followed at 
other centres or w^hv an importer with available funds in London 
•should be forced niinecessarily to incur the double expense of 
transferring them to India and back Although we understand that 
cases of this soil are of iai6 occuiience, w'e tinst the Association 
will fake steps to remove this grievance at an early date. 
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4i5 Anothei complaint prominently put foiwaxd by the lepre- 
sentatives of the Indian Mei chants Chambei, Bombay, relates ta 
the attitude of the exchange banks in regard, to Indian insuiance 
companies It has been stated that these banks aie liteially foicing 
Indian exporters to insure then goods with foreign insurance com- 
panies A concrete case was quoted wheie one of the leading firms 
in Bombay which used to iiisuie its exports with an Indian insur- 
ance company was told by one exchange bank that a limit of 
Bs 4 laklis would be placed as a maximum amount which could 
be insured with that company It was added that there were 
seveial such instances wheie Indian firms were not permitted to 
insure their goods with Indian companies As a result of this 
attitude on the pait of the exchange banks, it is alleged that ever 5 ^ 
yeai India is making pa 3 ments abroad in the form of insurance 
premia to the extent of nearly Bs 2 to Es 3 ciores, which should 
piopeily go into the pockets of Indian insurance companies 

A similai prejudice against Indian insurance companies formerly 
existed on the pait of the Imperial Bank of India, but thej' now 
accept vithout limit policies of ceitain Indian insuiance companies 
which have agieed to allow the bank to have access to their books 
at any time in oidei to satisfy the bank that the company is re- 
insuiing pait of its iisks, and to suppl} all othei infoimation le- 
qinied 

The lepieseiitatives of the Exchange Banks' Association have 
explained that the question of insuiance has alway^s been a very 
difficult one with the banks, that theie is no prejudice 
whatever against Indian insurance companies as such and that it 
is really a question of the standing of the insurance companies^ 
As an illustration of then sympathetic attitude, they quoted one 
instance wheie in the terms of an old letter of credit it had been 
stated that insuiance with a particular non-Indian company should 
be made, and where the exchange bank which was dealing wuth this 
letter of credit had the terms modified so that the insuiance could 
be made with an Indian company about whose standing the bank 
was quite satisfied 

It was suggested to the representatives that the Exchange- 
Banks’ Association should lay down standards to which the insui- 
ance companies should conform for obtaining the confidence of the 
exchange banks and that the Exchange Banks’ Association should 
theieafter publish a list of Indian and non-Indian insurance com- 
panies which conformed to those standards and whose policies should 
be accepted by all the exchange banks without limit The repre- 
sentatives were not in a position to say whether this could be done, 
because the question was in their opinion really one for each bank 
to decide for itself, but they said that if the suggestion was put 
before the exchange banks, it would receive every consideration 
We have been informed, since this question was first raised, that 
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With the appioval of the London Exchange Banks’ Association 
eveiy support is now being given to Indian insurance companies 
In view of the rapid giowth of Indian insuiance companies during 
the past ten years, and the fact that no bank has ever incuiied a 
loss on an Inian Insurance polic}^ we tiust that the establishment 
of moie cordial relations between the exchange banks and Indian 
msuiance companies may be speedily effected With this end m 
view we suggest that some understanding might be arrived at by 
the exchange banks in consultation with representatives of the 
Indian Insurance Companies similar to that between the Imperial 
Bank of India and these institutions 

44-b At present when a diaft on an Indian importei comes 
through an exchange bank, he merely gets an* informal note advis- 
ing him that the draft has come and he has himself to go to the 
bank and examine the documents The custom in England and 
othei western countries is to send such documents to the drawee 
at his office foi acceptance We have been told by the repiesenta- 
tives of the exchange banks that it is impracticable to send out 
diafts foi acceptance as in England owing to the difference m 
ruhng conditions In England, people are quite alive to such 
things and every ffim has got a responsible clerk who attends to 
them readily In India when bills are sent round with documento 
attached for acceptance, it is often found that the party is aAailable 
only after five or six visits This rna'^ be true in regard to pettj^ 
Indian merchants and dealers We doubt, however, whether it 
applies to big Indian merchants, for example, those in Clive Stieet, 
Calcutta, or in the Fort, Bombay The representatives have 
agreed that there would be no objection to send out the bills to such 
people at their respective business places As regards the allega- 
tion that some European firms had this facility while no Indian 
firm had it, it has been explained to us that this might be due to 
the European firms having asked for the privilege and the others 
not having asked for it The Exchange Banks’ representatives 
have assured the Committee that here too there is no question of 
'discrimination We are sure that the Association fully realizes the 
fact that anything which disturbs the smooth working of the bank- 
ing mechanism injures both the mechanism and those who deal with 
it and we sincerely trust that no effort will be wanting on their part 
to remove all causes of misunderstanding and dissatisfaction in 
the minds of the Indian mercantile commumty 

Suggestions made by witnesses foe the Eegulation of the 

OPBEATIONS OF EXCHANGE BaNKS. 

(i) Licensing of Foreign Banks 

447 It has been suggested that foreign banks operating in 
India, that is those which are not registered under the Indian law. 
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rIiouIcI be leqiiiied to take out licences foi caii3ing on then busi- 
ness in India At piesent they aie not subject to any legal restiic- 
tions in India They aie exempt fiom all the statutory obligations 
to which Indian joint-stock banks are subject The} do not even 
pulilish then balance-sheets giving the mtoimation about their 
Indian business sepaiatelv fioni then other business The}' draw 
a large part of their v. or king capital fiom Indian deposits, never- 
thele^-s the depositors are not protected bv ain regulations go\eiu- 
ing the opeiations of '^uch banks in India Borne control OAcr the 
foieign banks is also recommended on broad national grounds For 
example, it is argued that it may be necessaiy to le'^tiict the 
operations of an} bank vhich rroiked against Indian interests 
b}, sar , lefusing to accept policies of Indian msuiance companies, 
even though the\ Mere sound, dehbeiately placing difficulties nr 
the v>a\ of Indian traders, v^lrrch v,eve not justified , and by impos- 
ing unjustifiable handicaps again‘?t then Indian customers One 
British Oharabei of Commerce has suggested that India is now 
mei-banked, so far as facilities for financing of foreign trade at 
the ports aie conceined, and that power 'should be gnen to come 
authoiitv in India to stop the opening of fnithei exchange banks 

4-tc- VpTious aiithoahes have been named for issuing, renewing, 
or cancelling licences, namely — 

(1) The Finance Depaitment of the Goremment of India, 

(2) The Standing Finance Committee, 

(3) The Reseive Bank Board, and 

(4) The Bankers' Association m India 

44') The lepicsentatires of the Exchange Banks’ Association 
feel that the British banks '\\hich hare had a long histoi} of service 
to India should not be penalized in the same ua} as other foreign 
banks, but thev hare no objection on piinciple to a s}stem of licence 
it it IS leguiied tiom every bank m the countiw, uhethei Indian 
or foreign Ther hare, bower ei, added that licences should be fiee^ 
ly granted to all the existing banks and should also be similarly 
lenerred piorided they complied rrith any provisions of the 
Indian law relating to such banks They contemplate 
that one of the conditions of the licence would be the submission 
ot periodical statements relating to the Indian affairs of these 
banks, and tliat the} might be required under anv future Beseive 
Bank Act to place certain percentages of then time and demand 
liabilities to the public in India rs interest-free balances rrith the 
Beseive Bank If as a result of our recommendations it is pro- 
posed to hare an independent audit of all banks operating in India, 
the representatives of the exchange banks have stated that these 
banks rrould have no objection to such audit Similarly, thev 
have agreed to abide by whatever might be prescribed for banks as 
a whole in Indiar 
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450 Other conditions in the licence suggested by witnesses 
^116 — 

(a) No foreign bank having a capital and reserve of less 
than £1 million should be given a licence 

(&) Noieign banks should noc borrow in India more than 25 
per cent of then paid-up capital and leserve, and in 
no case should the borioving by a foieign bank 
6'V‘ecd its total advances in India 

(c) Poieign banks should accept policies of appioved Indian 

msuiance companies 

(d) In the event of liquidation or failure, lire assets of the 

Indian offices of the foreign bank should bo ear- 
marked for the satisfaction of Indian cieditois and 
tins prior charge of the assets of the Indian branches 
should not be deemed to prejudice the claim of Indian 
creditors on the general assets of the bank in case 
Indian assets were insufficient to meet the claims in 
full 

(e) Foreign banks should give an undertaking to tram and 

employ a definite jieicentage of Indians in their 
higher grades 

451 From a study of the literature relating to the treatment 
nf non-national banks m other countries as far as available, we find 
"that provision exists in the lav s of various countries for legulatmg 
foreign banks by means of licences gi anted by some prescribed 
authority in the country To quote only one instance, foreign 
banks in Japan established m accordance with foreign laws have 
to apply to the Finance Minister for permission to cany on banking 
uusmess within Japan end the Minister is authorized to impose 
specific restrictions on the issue of licences This latter provision 
has the purpose of gmng to the applying foieign ipstitution treat- 
ment equal to that which a Japanese institution enjoys in the 
country of the foreign bank The introduction of a similar system 
IS, in our opinion, necessaiy in India partly in the interests of 
deposrtors, partly for ensuring the grant of reciprocal treatment in 
foreign countries to Indian banks and partly for grving the Reserve 
Bank some control over the banks operating in the country We 
cannot think of a better authority than the Reserve Bank for under- 
taking this task of scnitinizing applications from non-Indian banks 
to do banking business m India, and for granting licences m 
appioved cases We, therefore, recommend that all non-Indian 
banks wishing to do banking busine'js in India should be required 
to take out a licence from the Reserve Bank when it is estabhshed 
We further recommend that in fairness to the banks already estab- 
hshed in this country, licences should be freely granted to them 
Every licence should be m force for a stated period and should be 
automaticallv renewed if the licencing authority is satisfied that the 
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provisions of Indian law applicable to the bank and other condi- 
tions specified in the hcence, aie complied with These conditions- 
should be the following — 

(i) In addition to periodic statements provided for in the Reserve 
Bank Bill of 1928, the non-Indian banks sliould fnrmsh to the 
Reserve Bank annual statements showing then assets and habih- 
ties relating to their Indian business as presciibed by the Reserve- 
Bank from time to time 

(n) Ror a few yeais to come, at any rate, the banks should 
submit to some prescribed authoiity m India, prefeiably the 
Reseive Bank, periodic repoits of Indian and non-Indian business 
handled by them 

(m) Other conditions might be imposed on the basis of recipro- 
city’^ Ror example, even the Bank of England has laid down that 
no financial accommodation would be gianted by that Bank on the 
security of bills unless the bills boie two English names of which 
one should be the acceptoi Theie are various leslrictions imposed 
by the laws of foreign countries on non-national banks working 
there ^ The power to impose similar conditions in the licences that 
would be granted by the Reserve Bank would enable the Govern- 
ment of India to accord reciprocal tieatment to non-Indian banks 

We do not approve of any other conditions m the licences as 
suggested by witnesses and refeiied to in paragraph 450 The 
suggestions contained in conditions (b) to (e) of that paragraph 
require special treatment and have been dealt with by us separately 
'As regards condition (a), ve piefei not to fetter the discretion of 
the Reseive Bank by any hard and fast rule regarding the capital 
and the reserve which a. non-Indian bank should have before it 
commences operation m India 

(ii) Restrictions on Receipt of Deposits 

432 As legards re'^tiictions on the power to receive deposits in 
India, various suggestions have been made No case of a non- 
Indian bank going into liquidation wath resultant loss to the Indian 
depositors has been brought to oui notice, but the necessity 
for some protection against a future contingency has been em- 
phasized Some have suggested that foreign banks should bring 
50 per cent of then working capital from abroad Others think 
that such restrictions are too drastic, and that foreign banks should 
be allowed to receive deposits to the extent of the trade in Indian 
hands wdiich they finance Others again do not want to prevent 
the foreign banks receiving deposits, but at the same time have 
recommended that as these banks are able to secure deposits in 
India at cheaper rates than Indian banks, they should be required 
to pay a special tax of ^ per cent on all fixed deposits received in 
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ludiii It has also been suggested by some witnesses that loieign 
banks sliould be allowed to leceive Indian deposits only i£ they sub- 
jected themselves to the contiol ansing out of legistiation under 
the Indian law with lupee capital and Indian dnectoiates On 
the othei hand, theic weie some witnesses who weie against placing 
any lestiictions, as they weie ot opinion that individual libeity 
should be conceded to depositois to place then money in any bank, 
foieign or indigenous 

4o3 It was stated by Mi R W Beaumont- Pease, Clianman 
of Lloyds Bank, in his speech at a lecent annual gencial meeting 
that “the total of deposits leceued iii India (by that bank) laigcly 
exceeds the amount of the bank’s adxaiiccs and no poition of the 
bank’s deposits at home is used foi tlie puiposo of niakmg loans 
111 India’’ Tins statement has led to an enqiiny m Indian cncles 
whether the banking lesouices of India aie being admimsteied 
to the best advantage of hei own nationals and foi the fuithcrance 
of Indian tiade, commeice and industiy One piomment Indian 
bankei in his evidence befoie us said that the exchange banks do 
not at piesent employ in India all tlie monev they leceive on 
deposit in India, and a poition of this suiplus money taken fiom 
the public 111 India is invested in business outside India He 
theietoie suggested that icstiiclions should be placed on the leceipt 
of deposits by the exchange banks in India in oidei to pievcnt 
such expoit of funds fiom India On the otlici hand, it has 
been pointed out that theie aie seasons in the yeai in India whim 
the exchange banks aie lion owing money fiom othei countiies, 
in oidei to finance the foreign tiade of India, and that duimg 
the slack season this money that is biouglit out fiom abioad is 
lemitted back 

454 The Managing Goiciiioi of the Impeiial Bank of India 
w’as dchnitely asked the question wdietliei ho would favoui the em- 
ployment of Indian deposits wutli exchange banks in investments, 
say, in the Fedeiated Malay States oi m Japan He replied that 
he was stiongly against an^ inter feience with the fice Cow m 
bankers’ funds between diffeient countries He thought inteiference 
with economic forces must in tins, as in other instances, leact in 
wa-ys wdnch largely defeat the purpose aimed at and cause hardship 
to third parties In his view, the interests of depositors as well as 
those of boi rowers must be considered If banks could not find 
sufficient investments of a suitable character in India for the poten- 
tial deposit money, they must reduce deposit rates or invest money 
elsewhere In his opinion India had probably benefited 
more than most countries by the use of foieign capital and, if 
freedom in the movement of capital w'as interfered with, foieign 
capital would not be so readily^ available 

45o It has been suggested by some of our Indian witnesses that 
'the exchange banks with cheaper money received fiom Indians 


OHA,PTEE XVII 


-saa 

themselves offer unfiui comiietition to Indian joint-stoch banks At 
piesent the Indian joint-stock banks ha\e to jiay highei lates of 
inteiest than the exciiango banks foi deposits taken from the iinblic, 
and the complaint is that the exchange banks thiough the facilities 
of cheapei money a^allable to them quote lovei competitive lending 
lates to the detiiment of the Indian joint-stock banks It is ob- 
seived that tne loweinig of the lending late by exchange banks 
though it IS immediately beneficial to the public at laige and to 
the tiade of the countiy, is at the 00 “^! of the indigenous banks, 
and that as the inteiests of the geneial public in the long lun coin- 
cide 111111 the inteiests of the Indian joint-stock banks, the ex- 
change banks should be denied all avenues of cheap money in India 
The point m this suggestion lelates moie to the competition of ex- 
change banks in the field of financing mtcinal tiade than foieign 
tiade As legaids mteinal tiade, the exchange banks contend that 
theie IS not much competition betneen them and Indian joint-stock 
banks It is tine that a few of them have blanches at some of the 
laigei inland centies, but it is stated that these blanches concen- 
tiate chiefly on nnpoit bills though advances aie aho gianted 
against goods intended foi expoit They do not opeiate in the 
distiicts 01 smallci centies, noi do they compete m stoiage business 
111 lespect of agiicultuial piodnce in the mofnssil The numbei 
of such up-countiy blanches of exchange banks is also not large 
as shown bv the statement below — 

Statement shoimnq the location o{ branches of exchange hanls 
and the dates of their opening 


Cawnpore 


Chartered . 

op-'ned 1020 



Xational 


isso 

Dell 1 

« 

. Chartered 

9 

1012 



Rational . . 

yf 

1805 



Olereantilo \ 

yy 

1012 



Llo\ ds . 

1 > 

1012 * 

Amritsar 


Chartered 

t » 

1910 



National 


1000 



Llovds 

> 

1930 

Lahore , 


Rational . 

yy 

1900 



Llo\ds . 

)> 

192S 

Simla . 


Mercantile . 


1923 



Lloi ds 


1910 * 

Rawalpindi 


Llo/ds 

» y 

1906 

Peshawar 


Ciiartf ltd 

>9 

1026 (Close! i030 ) 

Srinagar 


Llo\ds 

• V >> 

19lSt 

jllurree 


Llo\ ds » 

% ^ 

1907 * 

Gulmarg 


Lloj ds . , 

) y 

1900 

New Delhi 


Llovds 

yy 

1927 


456 Although the numbei of np-countiy blanches of exchange 
banks is not laige, it has been biought to oui notice that in lecent 
■^eais theie has been a moiement among the exchange banks to 
get a footing m the mteiioi of India thiough the acquisition of 
thaies 111 other banks Foi example, the F & 0 Banking Coi- 
poiation, soon aftei its flotation in 1920, puichased the Allahabad' 

* Ring Kinn and Co armlgatnato 1 with Llovds Bnik, February 1923 
t Cox and Co Ditto 
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Bank, which is an Indian joint-stock bonk with about forty branches 
and sub-agencies in the inteiior of India Lord Inchcape 
commenting upon this acquisition said that “Oui purchase of the 
'Allahabad Bank gives us a footing in the inteiior of India which 
it would have taken years to w'ork up” The controlling interest 
in the P & O Banking Corporation itself was acquired in 1927 
by the Chartered Bank of India, Australia and Chma, which pur- 
chased 196,059 out of 259,416 shares Begarding this development, 
Mr Baster in his book “The Imperial Banks” says — “It means 
that one of the greatest exchange banks is directly’- interested m 
developing banking facilities in the interior of India, which, to all 
exchange banks is, in the mam, unknown territory Although 
English banks can never hope to serve the whole of India, a 
development of this land cannot fail to have beneficial effects of' 
vital importance in Indian economic development, if the other 
banks follow suit”. 

It has been suggested to us that the Chartered Bank should be 
made to divest itself of its interest in the Allahabad Bank through 
the P & 0 Banking Coiporation by the latter selling its shares m 
the Allahabad Banlc to the public, or by some other means, and 
that if the Chartered Bank is not ■^villiug to do so by persuasion, 
it should be compelled by legislation We deal in Chapter XXV 
with the general question of regulating the acquisition of such 
controlling interests , but here we need only remind the advocates 
of the proposal that we are not writing on a clean slate, and we- 
cannot conceive of any measuie calculated to carry out the pro- 
posal which will not m essence be an act of expropriation Moie- 
over, we have grave doubts whether any such measure can be 
recommended in the interest of development of banking facilities in 
India 

457 A complaint has been made in this connection that the 
exchange banks at these inland centres encourage foreign traders 
to compete with Indian merchants in regard to the movement 
of the produce to the ports or of the imported goods from the 
ports to the interior The European exporters and importers 
already have a large share of India’s foreign trade and it has been 
pressed on us that the grant of this opportunity to them of further 
increasing their inland business must strongly be deprecated 
As stated already, the representatives of the Exchange Banks’ 
Association have observed that this complaint is not justified and 
that Indians are securing an increasing share m the direct import 
and export business We understand that many of the inland 
blanches of the exchange banks were definitely opened at the 
request of the Indian traders, who wanted to have a direct connec- 
tion from the intenoi with the foreign importer and exporter 

458 The proposal to place restrictions on the receipt of deposits 
by the exchange banks has also been recommended from another 
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point of Mew A laige poition of the foreign tiade of India is in 
the hands of non-Indians, and it is strongly felt that it is not in 
the interests of India that the saMiigs of Indians should be ntilized 
"to help non-Indians to make a profit It has, therefore, been 
suggested that exchange banks should be allowed to lecene 
deposits in India onh to the extent of the lequiiemeiits for 
financing the foreign trade vhicli is in the hands of Indians 

459 It IS, of course, a fact that exchange banks do not compete 
TMth the Indian ]oint-stock banks in the inattei of attracting 
deposits by ofteiing better terms But it has been contended that 
the Indian banks, being late-comeis in the field, have found them- 
.selves allayed against a number ol foreign institutions, which had 
already gathered enormous influence and created laliiable good-will, 
and which by virtue ol these adiantages and the greatei reserves 
and resources acquired b}' them in tire process of jeais, iiiesistably 
draw' business to a much gieatei extent than the former It has 
luithei been argued that as the exchange banks are now’ in a 
monopolistic position in regard to the supply of financial facilities 
for foreign trade, people wdro are engaged in that busmens have 
to open accounts wuth them, in order to show’ their stability and 
to get good facilities from those banks Some poi tion ot the depo‘?its 
•thus received by the exchange banks consists of cuiient deposits 
which come to them on account of the monopolistic nature of 
•then business, and the restrictions proposed on then power to 
leceire deposits are intended to counteract this unfair adrarrtage 
One of the witnesses who lefened to this maintenance of current 
accounts bv people engaged in foreign trade for the sake of cstab- 
hshiirg then credit with these banks himself admitted that his 
firm, which had been dealing with the exchange banks for years, 
was not required to deposit a ‘Jingle pie w’lth them for this pur- 
pose As suggested bv the exchange banks’ representative'^, the 
real positron perhaps is that new ciwtomeis of exchange banks 
who wish to open credits m connection w’lth foreign trade are 
iratuiallv required to make certain depo^Jits with them and such 
mitral deposits are onlv temporal} until the banks get some know- 
ledge of the working of these customers and come to have greater 
confidence in them based on this know’ledge 

460 On the general question of placing restrictions on the 
•receipt of deposits by tlie exchange banks, the views of the 
'Alanaging Governor of the Imperial Bank of India are as 
■follows — 

“The result of placing restrictions would be that the 
exchange banks w’ould have to transfer funds bor- 
rowed in other counti]es and/or borrow from the 
, Imperial Bank of India to replace the Indian deposits 
which they now have to the extent required for their 
exchange business Exchange operations would be 



FINANCING OF FOBEIGN TEADE 


385 


hampeied consideiably, and the bighei cost ot 
funds -would possibly necessitate inci eased exchange 
maigins Inasmucb as foreign funds were 
brought in, the interest on them would leave the 
countrj- Then finance of internal trade would be 
allowed to decrease as they -would not bring in 
foreign funds oi borrow to any great extent foi -Jihis 
purpose The shroff<!, merchants, eto , who aie now 
financed by the exchange banks would have to go 
elsewhere foi the inajoi portion of their finance and 
the depo'^its foimeily taken by the exchange banks 
would aho be dnerted to other banks Ownng to 
then \eiv high financial standing and their veiy 
stiong balance-sheets, flie exchange banks are able 
to borrow" then funds in India at low" rates of interest 
<uid correspondingly low rates are charged to the 
shroffs and the merchants The Indian depositors 
place then funds with the exchange banks and 
accept the lelatnelv low rates offered as they are 
satisfied that tlieii deposits are quite safe, and they 
W'ould be unwnlhng to place them with banks on 
w’hich thee do not place so much reliance except at 
highei rates and not at all to a large extent Pro- 
bably -the onlv non-exchange bank w"hich could 
attract the bulk of then deposits is the Impeiial 
Bank of India and the piohibition would give that 
bank a semi-monopolv Inasmuch as funds were 
deposited wnth othei banks at highei lates, the cost 
of finance to the sJnoffs and mei chants would 
increase coirespondingly and trade would suffer” 

461 According to the same authenty, the result of placing res- 
riictions on the exchange banks receiMirg deposits in India would 
be that exchange banks would hare to realize then considerable 
imestments in India Go-vernment securities for the purpose of 
repaxing their Indian deposits, thereby depressing the prices of 
the latter to the further detriment of the large holdings of the 
Indian ]Oint-stock banks in these secmities 

462 Puither, although exchange banks have large deposits, the 
amount of free or cheap deposits is Imrited During the busy 
season they have to compete for available deposits, and they are 
frequently able to offer rates which induce Indian banks to lend 
to them This bear? out the fact mentioned by one Indian banker 
that the deposits of the Indian banks are not affected by those 
of the exchange banks The compulsory diversion of deposits, 
even partially, may therefore 'result in those same deposits coming 
back to the exchange banks through the Indian banks at an in- 
creased cost for use in foreign exchange operations, and the addi- ' 
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tional cost would be passed on to the Indian tiadei and ultimately 
to the Indian producer, so long as maigins are kept at the narrow- 
est limit by competition as at piesent It has also to be remember- 
ed in this connection that deposits aie a foiin of boriowing m 
India and that the Indian Government itself is contmuously 
borrowing in the London Money Market large amounts for capital 
and general purposes 

463 We do not think that it is a correct intei pretation of the 
speech of Mi Beaumont-Pease that the Indian branches of 
exchange banks are not drawing on then Head Offices outside India 
but have more than enough funds fiom India itself We are 
faiily suie that it is not true that the exchange banks on balance 
take money out of India for use elsewhere or that deposits received 
from Indians are utilised foi financing non-Indians engaged in the 
foreign trade We give below certain figures which we obtained 
fiom the exchange banks — 

Staieme.ni showing deposits, advances and investments ot 31st December 
1929 of the exchange banJcs in India 


All figures are m crores of rupees 
Deposits m India. 


— 

Current accounts 
and money 
payable at call 

Fixed and 
short deposits 

j 

Total 

Non-Indian , I 

15 

12 

2T 

Indian • . 

19 

20 

39 

Total 

34 

32 

66 


Outstanding loans and overdrafts outside India 22 


Loans, cash credits, 
overdiafts and local 

* Advances in India bills discounted 

(excluding bills of 
exchange) 

Non-Indian ....... . . 15 

Indian •••,«•• «.3l 

I otal 46 

Investments in Government and other Indian Trustee 

Securities and Indian Treasury Bills . 26 

Bills of Exchange in transit to London and elsewhere 

overseas , 10 


* Mr Buckley informs us that these adi ances are lu connection with the 
export and iinpoit trade 
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will be seen fiom the above statement that of the total deposits 
of 66 cioies, 27 were fiom non-Indians and 39 from Indians 
These deposits weie in pait utilized in advances which amounted 
to 15 cioies to non-Indians and 31 crores to Indians The balance 
of 20 cioies, togethei with loans and over-drafts from outside 
India amounting to 22 cioies weie invested mainly m bills in 
transit amounting to 10 cioies and m Goremment and othei 
Indian secuiities, including tieasuiy bills amounting to 26 ciores 


464 We doubt whethei the pre^entlon of the exchange 
banks fiom receiving deposits fiom the Indian public would actually 
lead to the growth of indigenous joint-stock banking on sound 
lines If the indigenous banks require to be piotected against 
■then foreign rivals, it is because at present they lack experience 
and reserves Both these take time to acquire and the pace can- 
jiot easily or safely be forced Nor is it at all certain that by 
blocking the channels which the public at present prefer, we shall 
he able to force the deposits m the desired direction The public 
■are now perfectly free to use their o^vn Initiative and discretion 
in choosing repositories fol their own money We are sure that 
m course of time they can be persuaded, for practical as “well as 
sentimental reasons, to make their deposits with the Indian banks 
This will surely be when the Indian banks have gained expedience 
and strengthened their resourdSs, and it seems to us to be 
putting the cart befpre the horse to attempt to strengthen the 
Indian banks by (deflecting the deposits of the public Incidentally, 
ene way of winning greater confidence with their own people would 
be for the Indian joint-stock banks to accumulate adequate reserves 
which would make them immune from the effects of ja> decline 
an the puce of Government securities 


'465 We are awaie that -tKe proposal to place restrictions on 
the leceipt of deposits by exchange banks in India is sought 
to be justified by the position which obtains m the State of 
New York, where foreign banks cannot establish branches oi 
take deposits, but can only open agencies and do restricted 
business. We may j)oint out that this limitation is im» 
posed by a li^Tew Yoilr State law and not by a Federal law We 
have been unable to ascertain the reasons that led to the enact- 
ment of the State law which we Understand has been m foice for 
over a centmy We also understand that there has been a pro- 
posal before the State legislature m lecent yeaig for the removal 
of the restriction, hut that no progress has been macTe sd bt ryitli 
the proposed legislation We are not awaie of any other counti/ 
or State in the world wheie the receipt of deposits by foreign banks 
js legally piohibited 



338 


CHAPTER XVII 


466 We give below a compaiatue table shoving the deposite 
received by the exchange banks and those leceived by the Imperial 
Bank of India and the othei Indian ]oint-stock banks — 


Year 

Deposits in Lakhs of Rupees 

Porcontago of total 
deposits 

o 

CO 

Ci 05 

y pq 

K 

Cj 

apq 

M 

tA 

o 

o 

to 

! 4a C 

C C5 

1 5M 

1 ^ 

rn ^ 

o 5 

w 

-5 « 

o 

to 

a 

° s 

R 

c3 

u 

M 

o 

c 

*t2 ^ 

e/3 tA 

43 '5' 

C e3 


Rs 

Rs 

1 

Rs 

j Rs 




1913 (pro ivaryear) 

31,04 

30,49 

24,10 

' 91 G3 ^ 

( 

34 

40 

20 

1919 

74,36 

08,21 

61,27 

12,03,84 

30 

33 

31 

1920 . 

74,80 

78,02 1 

73,}.S 

2,20,30 

33 

1 

i 34 

33 

1921 

75,20 

05,78 

j 

80,16 

2,21,14 

34 

30 

36- 

1922 . 

73,38 

57,01 

65,02 

1,95 41 

38 

20 

33 

1923 

68,44 

74,20 

47,69 ' 

1 90,33 

; 3c 

39 

25 

1921 

70,63 

70,71 j 

1 J 

1 55,16 

1 

2,02,53 

3o.- 

38 

27 

1925 

70,55 

77,83 ! 

57, ai 

{ 

2,00,29 

34 

38 

! 28 

1920 * . { 

71,54 

73,90 

63,15 

2,08.59 

34 

35 

31 

1927 

68,86 

72,07 

64,30 

2,05,23 

34 j 

So 

31 

1928 

71,14 

71,30 

06,35 

2,08,79 

-1 

34 

32 


It will be seen fiom the abo\e statement that theie has practically 
been no change in the re'^pective pi opoi lions of banking deposits of 
the Imperial Bank of India, the Indian joint-stock banks and the 
exchange banks duiing the last ten years and that as compaied 
with the pie-wai yeai 1913, the shaie of the exchange banks has 
not shown any increase If the tendency continues unchanged, 
in futuie, any limitation on the leceipt of deposits by exchange 
banks seems unnecessaiy If, howe^el, it appears at some subse- 
quent date that Indian banking deposits aie going into the hands 
ot these banks to a gieatei extent than at iiiesent, the reasons for 
the changed development wall hate to be imestigated Bor the 
present, the position in regard to the Indian banks seems to be 
quite satisfactory rf rt is remembered that during the decade two 
important Indian banks, namely , the Alliance Bank of Simla and 
the Bengal National Bank, failed 


167 In our opinion there rs one impoitant reason vhy India 
abouW be particularly cautious in taking any action at this stage 
to restrict the operations of foreign banks within her teintones 
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On gioimds of sentiment, as well as of a more lapid economic 
development, her intelligentsia aie anxious that a substantial 
portion of the business connected with the financing of her foreign 
tiade should pass into the hands of national banks The success- 
ful fulfilment of this natuiai desne must entail the opening of 
a netwoik of branches of Indian banks at vaiious impoitant centres 
of the world If how'^evei, India at this stage w'^ants to introduce 
measuiQs restricting the operations of foreign banks within hei 
teriitories, the success of the ideal lefeiied to in the preceding 
sentence is suie to be largely hampered tor other countries are 
likely to imitate India in the matter of restrictions on the opera- 
tions of foreign banks Indeed, the retaliation may be diiected 
immediately against the operations of Indian banks and bankers 
w^orking in particular localities It would not be inappiopiiatc m 
this connection to gne the following quotation from paragraph 778 
of theaeport of the Burma Piovmcial Banking Enquiry Com- 
mittee — / 

“In India proposals have been made for the protection of 
Indian banking, meaning that banks managed bv 
Indians should not be subiected to the competition of 
foreign banks In these proposals the terra foreign 
hanh includes banks mcoipoiateJ ni the United 
Kingdom and the British Colonies but not European- 
managed or anv other banks incorporated in India 
But (as we have pointed out m paragraphs 8, 69 and 
424) the term India is ordinarily used m Burma so 
as to exclude Burma, and the teim indigenous cannot 
be pioperlv applied to the Chetti\ai community m 
Bmma In the event of Burma being pohticallv 
separated from India banks in Burma which hare 
been incorporated in India will thus be as foreign to 
Burma as banks incorporated in England or else- 
where But we are opposed to jiiotection for the 
present , we think that in Burma at the present time 
it would be detrimental to the general welfare of the 
country The agriculture of Lower Burma and much 
of its trade and industry are relying at present upon 
foreign capital ’’ 

468 Eoi the reasons given m the jireceding paragraphs we are 
opposed to the suggestion that exchange banks should be prohibited 
from taking deposits m India In our opinion'^ such a measure is 
not necessary for the development of banking facilities m India , 
nor is it desirable at this stage m the wider interests of India s 
development Further, for similar reasons, w^e aie not in iavoui 
of limiting the operations of the exchange banks to port towns 
and leqmnng them to close down the inland branches of existing 
hanks within a specified period We think that such a restriction 
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may be detrimental to tbe inteiests of the meicbants engaged m 
the foieign tiade of India The facility of direct connection with 
the foieign expoitei and impoitei is a real advantage to the Indian 
tradei and it is not foi ns to dictate how the Indian expoitei s 
and impoiteis shall do business in fiituie, especially when such a 
couise may involve mcieased cost to them We have, howevei, 
recommended in Chaptei XXV that in older to ensuie a well- 
oideied development and extension of joint-stock banking in India, 
any bank desning to open a new branch in India should be requned 
to obtain the appio%al of some authority in IndTa, preferably the 
Heserve Bank, befoie doing so That regulation will automatically 
apply to the non-Indian banks also, and to that extent, we have 
no objection to the existing fieedom of exchange banks to open, 
new blanches in the inteiior being cintailed Should this curtail- 
ment involve any hardships to the merchants engaged in the 
foreign tiade of India, the matter will no doubt be represented 
by them to the Beserve Bank 

469 As an exception to what we have stated in the preceding 
paiagiapli, we have no objection to a provision being made in the 
licences to be issued under the pioposal made by us in paragraph 
451 to foreign banks "^Mth their head offices in the State of New 
York 01 other countries which limit the operations of foreign banks 
within then territories, imposing similar restrictions on the business 
of such banks This arrangement would be in accordance with the 
policy of reciprocal treatment advocated by us m that paragiaph 

(ill) Registration of Exchange Banks with Rupee Capital 

470 It has been suggested to us that foreign banks should not be 
allowed to do business in India until they legister themselves under 
the Indian Companies Act with rupee capital and have an Indian 
directoiate This suggestion has in view, among other objects, 
the protection of Indian depositors and the guardmg against unfair 
racial discrimination Some witnesses who made this suggestion 
did not wish to make it a main point, if the protection to deposi- 
tors and Indian interests was ensured in other ways It has been 
pointed out, on the other hand, that the facilities now offered by 
exchange banks to Indians and non-Indians engaged in foreign trade 
are as cheap as can be expected, partly as a result of severe com- 
petition and partly on account of the fact that the exchange banks 
have intimate association with the London Money Maiket and aie 
able to get funds from that maiket at relatively clfeap rates This 
access to the London Money Market is a valuable pimlege en- 
joyed by the non-Indian banks and the historv of the National 
Bank of India affords an apt illustration in this connection The 
head office of this bank was fiist in Calcutta and the Bank had 
lupee capital In 1866 its head office was changed to London and 
its rupee capital of about Bs 32 laldis was converted into steiling 
of about £500,000, lequiring lepiesentation of non-Indian interests 
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on a wider scale At the time this tiansfei was made, 4 out ot 
the 7 directors of the Bank weie Indians The lepiesentatives of 
the exchange banks drew the inference that the directors realized 
that it w as advisable in the interests of the Bank to transfer its head 
office to the central market of exchange If the existing exchange 
banks in India were converted into rupee companies with Indian 
diiectorates, it is stated that the existing advantages from the pie- 
sent association maj he discontinued This would i e-act upon the 
facilities made available by the banks to then customers 
We aie not in favour of this proposal which in oui 
opinion would have obvious disadvantages fiom the point of 
vieAV of access to the London market While this leason has 
peihaps application to the present moment, w’e are opposed to the 
proposal on more general grounds The establishment of a 
Beserve Bank and the progress of Indian banking should go hand 
in hand The time may come when the exchange banks will find 
that foi some of then Indian business recourse to the Beserve 
Bank is more valuable than recourse to the London maiket, 
and thev would be lequired from the commencement of the opera- 
tions of the Beserve Bank to keep a deposit with that bank 
equnalent to a prescribed proportion of their liabilities to the 
public in India We take it that to all intents and purposes the 
Indian branches of exchange banks already woik on a lupee basis , 
and we do not personally see any banking advantage in the cir- 
cumstances in an Indian registration or a rupee capital On the 
other hand, there are difficulties m the way of converting the 
exchange banks into rupee companies under any reasonable 
scheme When taking over the assets and liabilities of the existmg 
banks, the rupee company may be expected to pay for the good- 
will and the cost of this would have ultimately to be borne by the 
customers of the new company Further, the proposal is likely to 
result m the splitting up of existing institutions into smaller 
institutions with reduced capital and reserves The depositors 
would not in that case have the security of the existing international 
resources' of the exchange banks. This would defeat one of the 
mam objects of the proposal 

The real intention behmd the proposal seems to be to provide 
in the near future that a majority of shares in the new institution 
should be held by Indians This is part of a larger question, 
namely, how far any restrictions can be placed on the lawful trading 
activities of non-Indians m India and cannot pioperlj^ be settled 
by the Banking Fnqmry Committee 

471 Some witnesses did not go so far as to suggest that the 
existing banks should be registered under the Indian law They 
would be satisfied with an Advisory Board to be associated with 
the management of each exchange bank, which vould be consulted 
by the latter m all matters like the granting of advances and cash 
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credits This, it was thought, would remove the existing pre- 
judices against exchange banks and the complaint that the banks 
weie not treating Indians in the same way as non-Indians One 
objection against this proposal is that these Advisoiy bodies, as 
then name implies, would be merely advisory and that their re- 
eommendations would not be binding on the banks Nevertheless, 
we think that the appointment of local Advisory Boards at each 
branch would help to establish a sympathetic contact between the 
existing non-Indian management of banks and the Indian custo- 
mers , and we support the suggestion 

(iv) Traimng and Employment of Indians 

472 At present there rs no arnangement by whrch exchange 
banks take Indrans for trarnmg and employment The only 
appointments in these banks, apart from the posts of cashrers, whrch 
Indians can aspire to are of a clerical character Increased employ- 
ment and tiaining of Indians has therefore been advocated by 
several wrtnesses for various reasons — 

(«) There is a paucity of Indian exchange banks and if 
the existing non-Indian exchange banks help Indians 
to get the necessary training, it will supply India 
with a number of trained men m the field of exchange 
banking which will facilitate the opening of exchange 
banks by Indians 

(b) The exchange banks have been estabhshed in India 
for a long time and have been carrying on their busi- 
ness with the help of Indian deposits, though it is 
true that the banks themselves have at times im- 
ported funds fiom abroad Considering the fact that 
they derive a considerable portion of their profits from 
dealings in tiade with Indian merchants and from 
Indian deposits, expression has been given to a strong 
feeling by Indian witnesses that these banks should 
give adequate employment to Indians in the higher 
appointments under them At present, the banks 
import then superior officers from overseas who are 
naturally paid a higher salarv than it would be 
necessary to pay Indians locally recruited for 
such service It would, therefore, be in the 

interest of the banks themselves, as well as 
of the bank’s customers, to reduce their over- 
head charges by replacing highly paid non-Tudians 
by Indians wlio aie not so costly One suggestion 
made is that the exchange banks might follow the 
scheme started by the Imperial Bank of India 
Other suagestiou'? have also been made demanding 
the fixing of certain percentages for the emplovmeni 
of Indians in higher posts 
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473 The representatives of the exchange banks have, hov'cvei, 
contended that it would be difficult to place any lestric- 
tions on their choice of officers Fuither, the shaieholdeis of these 
institutions also naturally have a light to say to whom the working 
of banks m India should be entiusted They have pointed out 
that officers in the higher grades of service are men recruited for 
service thioaghout the world and not merely for service in India, 
and that this circumstance might prove to be a difficulty in the 
way of Indians being employed in such higher posts 

474 We are impressed by the fact that though the exchange 
banks have been operating in India for more than half a century 
they have not employed a single Indian m the superior grades 
of their service It can hardly be contended that the banks have 
been unable during all tins tune to find even one competent Indian 
who could be entiusted with a superior officer’s position in their 
organization Even the foreign banking experts have admitted 
the force of the Indian point of view that banlang in the hands 
of foreign institutions does not give as much employment to 
Indians as would be the case with purely Indian banks, and they 
have suggested that the policy of tiaimng and employing 
Indians should be encouraged by the foreign banks We recom- 
mend for the consideration of the exchange banks that they should 
have a scheme of probationary assistants on the model of the 
Imperial Bank of India’s scheme and promote to higher posts in 
'due course such of them as they find suitable to hold responsible 
positions in the management While international education and 
experience would be a valuable qualification for all membeis on the 
staff of these banks, we do not think the introduction of the scheme 
w^e have proposed is incompatible with business principles or effi- 
ciency 


Opening of an Indian Exchange Bank. 

475 We have already referred to the fact that the share 
of Indians m the poit-to-poit operations connected with the 
financing qf India’s foieign tiade is very small Indians attach 
great value to then participation in this field of business and it has 
been a sore point with them that the Imperial Bank of India, wdiich 
IS the only Indian bank of standing that can compete with the ex- 
change banks, is debarred by an Act of the Legislature from engag- 
ing in exchange business The mam reason advanced for the pre- 
sent ■'estiiction is that foreign exchange busmess is attended with 
risk and the Imperial Bank of India, so long as it continues to keep 
the Government balances, should not be allowed to take this risk 
The existdnce of any undue risk in this direction is, however, 
denied by some witnesses Another reason which has been sug- 
gested IS that the Imperial Bank of India is holding the balances 
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of the exchange banks and it should not theiefoie he allowed to 
use these balances to compete with the exchange banks Although 
the klauagiug Governoi of the Imperial Bank of India stated befoie 
the Committee that he did not think that the' Government of India 
had iilaced the existing lestiictions on that Bank with the 
object of seeming an advantage to the exchange banks, witness 
after witness suggested that the action of the Government of 
India in this mattei was a suiiendei to the unjust demands of 
the foieign institutions to pi event an Indian institution of standing 
fiom competing in then pieseiied field 

476 Seveial witnesses have suggested to us that the best way to 
obtain for Indian banks a share m the exchange business is to 
hbeiate the Impeiial Bank of India fiom its piesent restriction 
on its doing this business It has, honever, been observed that 
some of the Indian banks that favomed the Imperial Bank’s doing 
exchange business hare been actuated by the desiie to lessen the 
competition of that Bank in the financing of internal trade On 
the other hand, some witnesses have suggested that exchange bank- 
ing IS a very technical business and that the existing staff of the 
Imperial Bank of India is not quahfied to handle it The Managing 
Governor of the Imperial Bank of India admitted that exchange 
banking was technical, but he thought that given the hberty to 
do exchange business, the staff of the Bank could soon be trained 
foi the purpose and tbat the Bank would be able to, establish 
without an}- difficulty the necessary valuable connection with the 
London Money Market in order to take its place among the ex- 
change banks 

477 Spealong from the point of view of trade alone, it may* 
be said that the facilities available at present for financing India’s 
foreign trade, both imports and exports, are sufficient But as 
ahead! stated the agencies which cater for these needs aie all of 
them of non-Indian origin and the few Indian banks which at one 
time 01 other attempted to engage in exchange busmess have never 
attained anything like even a partial success As a result, the 
Indian importers and exporters have been left with no other alter- 
native than to depend absolutely on the facilities which the foreign 
banks may offer to tbem 

478 The extent of a nation’s paiticipation in its foreign trade- 
depends considerabty on the facilities which the banking system 
gives to its tiadeis We have aheady referred to the various cases 
of alleged racial discrimination which almost all the Indian wit- 
nesses, mcluding responsible Chambeis of Commerce, placed befoie 
us The representatives of the Exchange Banks’ Association 
denied the existence of any racial discrimination and asserted that 
ciedit was impartially available to all customers, Indian or non- 
Indian, according to their financial standing iiiespective of 
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nationality Tliey admitted, howevei, that through social inter- 
com se their highei officials had moie opportumties of obtammg 
intimate knowledge of the integiity and the lesouices of non-Indian 
clients than of Indians It is impossible for us to come to any 
definite conclusion as to how fai the allegations made by the Indian 
witnesses aie justified by the actual conditions and j^iactices pre- 
vailing, particulaity as even Indian clients aie leluctant to disclose 
the full facts connected with then lelatious with then bankeis , 
nut the fact remam& that there is a strong feehng among most 
Indians that ioieign banks do discriminate against them It is not 
unnatuial that a loieign bank should endeavour to do as much as 
possible to piomote the inteiests of the nationals of its own country. 
It IS foi this leason that even aftei the Biitish banks had become 
well-established, we have had the advent of Ameiican, French, 
Japanese and Dutch banks in India cateimg chiefl}’’ for then own 
nationals The fact that non-Biitish foieign banks have entered 
the Indian banking field and have continued woiking undei condi- 
tions and at a time when it is complained that exchange business 
bungs little or no profit is conclusive testimony that the import- 
ance of the individual nation’s interests has outweighed the ques- 
tion of loss, if any, in maintaining the Indian connections 

479 We have studied with great interest the measmes that 
Germany took to mciease the participation of German banks m the 
financing of her foreign trade Some of these measures seem to 
Ub to be well adapted for India and we shall refer to them m due 
couise We only wish to mention in this connection one of the 
reasons which mduced German banks to undertake those measures 
and which m our opinion veiy aptly illustrates the conditions m 
India The methods followed by English banks in granting credit 
accommodation for foreign customers, includmg Germans, were 
considered very conservative and the tendency of both the British 
export merchants and the British overseas banks was to keep down 
the length of credit teims The conservatism also extended to the 
selection of firms to wffiich credit was given In both these res- 
pects, namely, the period of credit and the standing of firms, the^ 
German banks that wnie created were distinctly more accommoda- 
ting and this assistance enabled German exporting merchants to 
capture trade The author of the book "Joint Stock Banking in 
Germany" says that — 

"It can hardly be doubted that this credit policy contributed 
to the growth of the German export trade and, judged 
on the whole, as a policy applied to the trade of a 
countiy which came late into the world’s markets, it 
seems to haye justified itself by its results ” 

480 The history of Japan also furnishes an interesting object 
lesson In 1880, Japan founded a special bank for foreign trade 
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finance, the Yokohama Specie Bank, “with the avowed puipose of 
fosteiing the overseas trade of Japan ““ It is now generally 
admitted that “the maivellous expansion of the foreign tiade of 
Japan in the past halt century ow^es much to the banking facilities 
aftoided by this bank and that as a lesult of these facilities the 
participation of the Japanese in that trade has increased substan- 
tially It IS possible that the venture may have resulted in a 
considerable amount of financial saciifice to Japan, but the amount 
of such saciifice which a country should submit to in order to 
secure lasting ad\antages to its economic life, and the steps which 
It should take to mmimize the saciifice, are matters for the careful 
consideration of the Government and the public of the country 

i 

481 After a careful leviev of the posiimn and of the share taken 
by India, both in caii’ymg on the business of her import and export 
trade and in the piovision of banking facilities for such tiade, we 
have come to the definite conclusion that it is not desnable that 
India should rely for all time on the facilities afforded bv non-Indian 
institutions for the financing of her foreign trade The financing 
of foreign trade is, hov.ever, essentially mteinational, and in so fai 
as it involves co-opeiation between two countries, theie will always 
inevitably be a considerable foreign element in it In order that 
India might obtain hei legitimate share, both in the sphere of 
banking and of trade, we think it is necessary to take action in more 
than one duection 

482 In the first place, we consider that such of the Indian joint- 
stock banks as are well established should open foreign connections 
useful to then clients This was one of the methods adopted by 
German banks m similar conditions and has much to commend 
Itself as it obviates the necessity of opening full-fledged foreign 
blanches at greater cost In our opinion, even this small develop- 
ment <^hould assist the natural growth of the Indian share m India’s 
foreign tiade, both duectlv by the facilities afforded to the custo- 
mers of these banks and indirectly by providing a fuithei stimulus 
to the foreign banks undei the stress of competrtion to assist the 
Indian meichants to a greater degree 

483 In the second place, we consider that on the establishment 
of the Beserve Bank and the simultaneous withdrawal of the 
restrictions nov imposed on the transaction of foreign exchange 
Lusiness by the Impeiial Bank of India, the latter should be induced 
to tcke an active share m the financing of India’s foreign trade 
The agency business which the Imperial Bank of India at present 
tiansacts foi some of the exchange banks, the amount of inland 
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tiade finance connected witli foieign exports and imports wdncli 
passes tlnongh its bands even at jiiesent, and the vide aiea of its 
operations aie factors vhich in onr opinion should facilitate the 
successful entiy of that bank in the field of foieign trade finance 
AVe accordingly leconiniend that the Reserve Bank should enter 
into a definite aiiangeinent rvith the Imperial Bank of India for a 
peiiod gf five years or such other period as the Resei've Bank may 
consider desirable, bv vrhich the Resei've Bank vould utilize the 
Imperial Bank as agents wherever the former has not got a branch 
of its own and the latter has one, on terms to be settled between 
the two banks When a concession of this kind is given, rt would 
not be unreasonable to insist on a preponderance of the national 
element in the institution receiving the concession ^ AVe therefore 
recommend fiuthei that the aiiangeinent between the Reserve 
Bank and the Impel lal Bank of India should definitely piowde 
that druing its continuance — 

(1) 75 iiei cent of the Directors on the Local Boaid‘- and 

a inajontv of those on the Central Board ot the 
Imperial Bank should be Indians, and 

(2) no further recruitment of non-Iudians to the staff of 

the Imperial Bank of India should be made except in 
special cases and with the approval of the Finance 
Munster of the Goveininent of India 

Provision (1) is easily understandable, but it may be asked why 
pioMsioii 02 ) IS necessary, seeing that the appointment of the staff 
of banks is a matter foi the bank’s directorate and the bank’s 
shaieholdeis Onr sole reason for suggesting that provision is the 
complaint of di‘:satisfaction w^e have heard from various quarters 
regarding the unsympathetic attitude tow^aids Indians of non-Indian 
officials on the staff of the exchange banks In fact we have heard 
this complaint to some extent even in regard to the Imperial Bank 
of India itself 

484 AA'e shall perhaps lie justified in devoting some s^iace in 
this connection to a discussion of whether the concession that we 
Xiiopose to be given to the Impeiial Bank of India m the preceding 
paiagiajih is really a concession It is jiossible to argue that 
(1) when the Reserve Bank is established, it wull not have branches 
at more than three or four places and in order to carry out its 
duties as Government bankers, it will have to use one or other 
of the commcicial banks for doing Goveininent tieasuiv business 
as its agent at other places , (2) that the Imperial Bank of India 
Is the onlv institution m India wdnch has got branches at a large 
iiumbei of places wdieie tireie are Government treasuries, and it 

* Of Recommendation VI m Part III of the Report of the Rxternal Capital 
•Committee, 1925 
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Will be m the mteiests of the Keseive Bank itself to entrust its- 
agency functions solel}' to that bank and (3) that the ariangement 
leconimended by us in the piecediug paiagiaph does not therefoie 
iinpl} ail} leal concession to the Impeiial Bank ^A'hile we aie 
piepaied to adnut the foice of the leasoning, we do not think that 
it is in the mteiests of othei jomt-stock banks in India and of theii 
fulme development that the Impeiial Bank of India should have a 
nionopolj" of this agency business foi all time to come We 
think theiefoie that the Keseive Bank should have power to make 
its ovn aiiangements foi this agency work eithei through the 
Impeiial Bank of India oi anj othei joint-stock bank which it 
may select If the Eeseiie Bank selects accoidingl} a number 
of joint-stock banks for this business, it vill entail the loss of 
the piiMleged position which the Imperial Bank of India enjoys 
at present oi would enjo’v as the sole agents of the Besene Bank 
The Indian joint-stock banks know full xiell the value of such a 
privileged position, especially from the point of new of creating 
confidence in the mind of the public and of atti acting large 
amounts of cheap deposits We have said enough to sliow that 
the aiiangement that we haie proposed, giving a monopoly of 
agenc’v business, coupled perhaps with liberal terms for cairjung 
on this business, should be considered a sufficient inducement bv 
the Imperial Bank of India to undertake active financing of India’s 
foreign trade We would leave it to Ihe Eeserve Bank to make 
the terms of the ariangement sufficientlv attractive for the 
achievement of the purpose for which we are recommending it 

485 If, how^evei, the Beseive Bank finds it impossiole ta 
arrive at a satisfactory settlement in the matter with the Imperial 
Bank of India, or if the foimer finds that wuthin the stipulated 
period tlie Imperial Bank of India is unable to participate actively 
in the financing of India’s foreign trade, we recommend that the 
Boveinment of the dd} should take steps to secure the establish- 
ment of an Indian Exchange Bank^ We have considered it advis- 
able to make the starting of an Indian Exchange Bank conditional 
on the non-fulfilment by the Imperial Bank of India of Indian 
aspirations in the field of foreign trade finance, as we are averse 
to a new venture being undertaken with assistance from the funds 
of the State until an effort has been made to explore whether 
the same object cannot be achieved through an existing institu- 
tion the building up of ivhich has cost India much time, trouble 
and money 

486 The lines on which we lecommend that the new Indian 
Exchange Bank should be established are as follows — 

(1) The capital of the bank should be three crores of lupees 
It may not be possible to raise this amount all at 
once, but that wmnld not create any insurmountable 
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difficulty, foi as the bank will be able to attiact busi- 
ness only by degiees, the acquisition of its capital 
may be spiead over a peiiod of, say, three 3 eats 
Of the total sum of thiee ciores, it may be found 
sufficient to call up two ciores m the fiist year and 
anothei one cioie duiing the next two yeais The 
capital of the bank may be incieased as and when le- 
’ quued, paiticdlarly when the establishment of foreign 

blanches is taken up The subscription to share 
capital of the new bank should, m the fiisf instance, 
be open to joint-stock banks legisterSd in India 
Such paiticipation in the cieation Of netv banks is 
neithei unusual, noi is it a lecent development As 
instances may be mentioned the Deutsche Asiatische 
Bank, Biitish Overseas Bank, Ijloyds and ^National 
Boieign Bank and the recently formed Internationals 
Boden Ciedit Bank If the share capital is not fully 
subsciibed within a presciibed time, the balance 
which cannot be raised by such subscription should 
be supplied by Government, which should arrange 
giadually to dispose of their holding later to the 
- general public 

(2) So long as Government holds more than 50 per cent of 

the capital, it should have a predominating voice m 
\ the appointment of the directors 

(3) The question of entrusting the work connected with 

Government remittances to a department of the new 
bank working under the control of the Beserve Bank 
should be considered in consultation with the autUori- 
* ties of the Reserve Bank There should, however, 

be a clear stipulation that the new bank will not be 
allowed to make a profit on any Government remittance 
pui chased by it in the open market in its capacity as 
agent 

(4) Burther details of the scheme will hat^e to be worked out 

in consultation with the Beserve Bank and with due 
legal d to the circumstances prevailing at the time of 
the creation of the new Indian Exchange Bank 

487 Although we have suggested a sBare dapital o? Bs 3 ctores 
with Bs 2 cioies initially paid up, we think the Bank would re- 
quire further working capital of a consideiable amount. It would 
not immediately be able to attiact deposits from tlie publiO whicli 
can only come by the confidence cieated in tHe minds of tbe Jatter 
by its sound working and management In the meantime we 
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tnink that the Bank vill have to depend to a gieat extent on the 
iacilities atfoided by the Eeserve Bank for financial accommodation 
based on its portfolio of expoit and impoit bills AVe observe that 
on page 262 of his “Oiganization of Indian Banking” Thakui re- 
commends a capital of Bs 10 cioies toi such a bank, of which 
one-half should be paid up initially Thakur does not give any 
detailed calculation in support of his figme, but he states as 
follows — 

‘‘111 order that the lepiesentative Exchange Bank of the 
country should command requisite confidence in the 
outside woild, which is so essential foi its successful 
woiking, we have lecomm ended such a laige capital 
The bank v ill need deposits and discounting facilities 
in foreign countries and they will not be foithcoming 
to the extent desired and necessary, unless there i& 
sufficiently large capital at its back If^ however, 
the figure of Es 10 cioies is considered too high it 
may be reduced to Es 7^- oi Es 5 cioies ” 

We also note that the initial capital provided foi the yokohama 
Specie Bank was 3 million yen at a time when the total foreign 
tiade of Japan was about 82 million yen , and that with a total 
foreign trade of over 4,000 million yen its present capital stands 
at 100 million yen while it holds 20 million ven on a quasi- 
permanent loan account from the Bank of Japan at a special low 
rate of 2 per cent We recognize that with the establishment 
of the Eeserve Bank the considerations mentioned by Thakui for 
providing the new Indian bank with a larger capital will lose some 
force , but we have little doubt that the bank v ith a share capital 
of Es 2 01 Es 3 cioies will fail to secure a inateiial share of 
the foreign exchange business_of India unle'Js it received financial 
accommodation in other duections from the Eeseive Bank We 
would leave it to the Government of tlie day, if and when they 
decide to take action on oui recommendations in this particular 
matter , to settle an adequate amount of capital for the new bank 
in consultation with the Eeseive Bank, and after careful consideia- 
tion of the financial accommodation which the lattei may agree 
to provide for the former 

488 It has been suggested to us that the existing exchange 
banks are so well entrenched m then present position that in order 
to give the new bank some chance of lompeting with those institu- 
tions it is necessary to give it a position and prestige by giving it 
the sole monopoly of Government remittances The idea underlving 
the suggestion is that the new Indian Exchange Bank wwild be able 
to sell to Government all the sterling resources in its hands and the 
other exchange banks winch now sell exchange to Governmeiiu 
w^ould have to do it to the new Indian Exchange Bank 
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We liaAe discussed this question carefully with the foreign 
banking experts and \\e agiee with them that there are various objec- 
tions to the iRoposal as xiut in this form Fiistly^ it will be the 
piimaiy task of the Eeseive Bank, when it is established, to main- 
tain the stability of the international Aalue of the rupee Poi this 
purpose, and for the pmpose of keeping the Secretary of State in 
funds, it will be constantly in the inaiket buj mg steiJmg exchange 
It Will, hoyetei, liaAe to conduct its operations in such a w'ay as 
not to upset the market and it is not inconceivable that occasions 
ma> arise Avhen instead of going into the market, it will have to 
depend on its accumulated holdings of foreign exchange to supply 
the Secretary of State with funds Parti}* because it is difficult to 
distingui<?h the Eeseiie Bank’s remittance operations on behalf of 
Go\ eminent and its operation*? for cuiiencA purposes, and paiiily 
because the coii'^ideiations vliich would govern the opeiaiions of 
the Indian Exchange Bank in the exchange market would be 
entiieh different from those that nould govern the Eeseive Bank^ 
we find it difficult to suppoit the proposal to give the new Indian 
Exchange Bank a monoiioly of Go\einmeiit lemittance Secondly 
Me do not think that the Indian Exchange Bank would be able 
to secme the full amount of Government remittance as cheaply as 
the Eeseive Bank It will Inne to depend upon its competitors for 
enabling it to complete a major portion of the remittance piogiain- 
me of GoAeimnent, and ve cannot sav whether the existing ex- 
change banks wall not force the rates against the Indian Exchange 
Bank and fheiebA* against the Government and the tax-jiavei 
While the Eesene Bank Mali be fulh aimed to deal Math such a 
situation, should it arise, the Indian Exchange Bank will be 
poMeiless to cope Math it MoieoAei the Indian Exchange Bank 
itself Minch Mall, after all, be a shareholders’ bank might legiti- 
mately charge the Eesene Bank some commission on its business, 
even if it did not try to make a profit 

The specific proposal that Me have made in this connection 
meets m our opinion all these difficulties By makmg the new 
Exchange Bank merely an agent of the Eeseive Bank and giving 
lire latter full control over the remittance operations and bv provi- 
ding that the new Bank should not make a profit on anv remittances 
Mhich it makes as the agent of the Eeseive Bank, we have purged 
the scheme of its inherent drawbacks and bestowed on the new 
Bank a unique and priwleged position 

W'e understand that the Yokohama Specie Bank and the 
Bonk of Japan afford an interesting parallel in this connection 
The Bank of Japan, M'e are told, entiusts all its foreign exchange 
operations to the Yokohama Specie Bank We have, however, 
no accurate infoimation about the extent of this foreign exchange 
business, the piecise nature of the arrangements m force, or the 
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■degree of success ■which has attended this scheme. Of one thing, 
ho’wever, we aiecleai, namely, that the introduction of a system of 
dual control ovei exchange opeiations is definitely to be avoided 
vihen starting a EeseiVe Bank 

489 Biom what we have stated above, it will be seen that it is 
our intention that the new Indian Exchange Bank should not be 
started until after the Eeseive Bank has come into existence and 
until after the scheme of paificipation of the Imperial Bank of 
India in the financmg of foreign trade has been tned and found 
wanting It has been suggested that the Eeserve Bank may take 
a long time to come into being and that any avoidable delay m 
creating the new Indian Exchange Bank will only stiengthen 
the chain that hold India dependent upon the foieign banks 
We are unable to appreciate tins suggestion We can by no 
means agree that the delay m bringing the new Indian institution 
into existence caused by the delay in the mauguiation of the 
Eeseive Bank can be avoided, for we have shown that, m our 
opmion, the new Indian Exchange Bank cannot take its proper 
place among the exchange banks in India without the advice and 
assistance of the Eeserve Bank On the other hand, we have made 
it quite clear that what India wants for a sound development of 
her banking system is the immediate establishment of the Eeserve 
Bank We cannot obviously subscribe to aPy suggestion which 
assumes the contingency that the establishment of the Eeserve 
Bank may be delayed, noi can we agree that any other bankmg 
measure is more urgent and imperative than the one to establish a 
.sound and strong central banking institution 
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'490 A suggestion was made by some of oui colleagues at a late 
■stage of our deliberations that the real and permanent solfition of 
the problem of financing India’s foreign tiade, both ffom an 
economic and from the national standpoint, is the creation of 
“joint” banks, in which the controlling interest would be a part- 
nership on equal terms between Indians and Europeans, or mem- 
bers of other countries "with which we cairy on our foreign trade 
'One of the mam objections to the existing exchange banks is that' 
aiey aie foreign, and the proposal to enfoice legistiafion 
as laipee companies is an attempt to Indianize these foreign 
institutions with a view to removing one of the causes of ill-feeling 
between the Indian mercantile community and these banks It 
Avas pointed out however that the mere idea of foreign trade implies 
^•wo paihes, one Indian and the othei foreign, and it is not to the 
mtcrest of eithei that either should have a dommating voice m 
Eie financmg of the business In so far as the trade is mutual 
^d involves co-opeiation, so should the financing of the trade 
\Vith this object 111 view, it was suggested that banks might be 
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foinied by mulual airangement between India i.nd the pnncipal 
countiies with which she trades in which the lupee capital A\onld 
be furnished by Indians, and the loieign capital bA the partnei 
abroad, die control and establishment being undei lomt supervi- 
sion, and the profits leahzed from the business being shared be- 
tween the parties 

491 The idea of ]omt banks in the sphere of international 
trade, which postulates co-opeiation and good-will among nations 
trading Muth each other, is a valuable one It brings out, in the 
special field of banking, the basic fact of the economic life of 
nations, namely, economic solidaiity, which is apt to be lost sight 
of 'ulien economic affairs are delibeiated upon in an atmosphere of 
isolation, the fact being that economic welfare is interdependent 
and should be legaided from that point of view This fact is 
strikingly brought out in the distress which has been caused 
by the woild-wide economic blizzaid It ma}" not be possible to 
make an immediate advance m the direction of joint banks in 
these times of widespread depression in business, but there is no 
leason why they should not be a success when prosperity returns 
Apart from the senuce winch they may lender to trade, they aie 
certain to promote international co-opeiation and to eliminate 
many causes giving use to misundei standings and friction 

492 A variant of the scheme based on the same principle of 
co-operation was also suggested, but no cleai cut proposals weie 
placed before us and we can only indicate the lines on winch bene- 
ficial action might be taken, if practical bankers in India and 
abroad would consider the development of mutual advantage It 
has been maintained that owing to the cut-thioat competition of 
recent years both in internal and external trade, there has been an 
increasing tendency for joint-stock banks and exchange banks 
to endeavour to poach on each othei’s jiieseives in the struggle 
foi fresh business It is therefore suggested that joint-stock banks 
and foreign banks should endeavour to find some method of affilia- 
tion or amalgamation, which would result in co-opeiation instead 
of competition, and would at the same time avoid the undesirable 
ciiticism that either party was aiming at confiscation, absorption 
01 domination Eefeience has already been made to acquisition 
of Indian banks by foreign banks and its effect on national 
sentiment What, howevei, is aimed at in the idea under 
consideration is an affiliation under which each paity might hold 
an equal interest in the othei and the two institutions would work 
together not merely as agents or as foimal shareholders in each 
others’ concerns, but as one concern being directed and run for 
the interest of both , with fiee interchange of expert staff, full and 
frank consultations a« regards policy, and a generally recognized 
mutual responsibility for each othei’s well-being 
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In a inattei of this nature it is obviously impossible to suggest 
any form of compulsion or legislation , the matter is primarily one 
for shareholders and directorates We feel however that if “joint” 
banks on the abo\e lines could be exolved out ol existing institu- 
tions the result would be advantageous not only for the institutions 
concerned, but also for the country as a whole 

Points of differfncc between us \Nn the Foreign Experts. 

493 Before concluding this chapter ^^c should refer to that part 
of the report of the foreign experts which deals with the financing 
of foreign trade The repoit is ba^sed upon the provisional conclu- 
sions communicated to them at an ear 1)' stage of our final delibera- 
tions, which differ considerably fiom the final scheme as developed 
in the preceding paragraphs We ha\e taken into account all the 
considerations urged by the foieign expcits and the scheme as 
finally embodied in this chapter meets, in our opinion, most of 
the ciiticism levelled against the oiiginal scheme There, however, 
still remains one essential point of difference While the foieign 
experts say that they cannot concern themselves with the ambi- 
tions or desires of a political oi nationalistic character, we our- 
selves feel that we should be failing in our dut\ if in addition 
to discussing the pioblem from the point of Mew of the present- 
day requirements of trade only we did not also give due consi- 
deration to widei economic issues like those refened to in paragraphs 
479 and 480 Our published discussions with the foreign experts 
and the economic literature of other countries will show that 
national ambitions and desires have indeed played a \ei> gieat 
part in the shaping of policies of these countries in varied spheres 
of life This essential difference in our view-points accounts for 
the expel ts not advocating am Government assistance to the new 
Indian Exchange Bank in any circumstances We on our part 
are convinced that if the attempts to obtain the ^\hole of the share 
capital of the new Bank from Indian joint-stock banks do not 
prove successful, there is nothing mherentlv w'rong in the State 
providing the balance of the capital with the intention of disposing 
of it to the public as soon as circumstances permit, if it agrees 
with us that such assistance wnll be in the best interest of the 
economic advancement of the country 

494 In view' of the importance of the problems discussed m 
this chapter w'e ma\ now briefly summaii/e our recommendations 
as follows 

(i) There are certain directions in which the existing 
mechanism of foreign trade finance may be improved, 
such as encouragement of Indian insurance com- 
panies, grant of equal facilities to Indian and non- 
Indian traders and training and employment of 
Indians by exchange banks We have made our 
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leconimendations in regard to these matters in para- 
graphs 445, 471 and 474 In our opinion the be^t way 
to implement these lecommendations is foi the 
Goveinment of Iiidia to aiiange foi a convention -with 
the exchange banks 

<u) Steps should also be taken to secuie for Indians a larger 
share in the financing of the foreign trade of then 
countiy We suggest that the fiist steps should be 
in the diiection ot using existing Indian institutions 
foi this puipose Our recommendations in regard to 
the jomt-stock banks other than the Imperial Bank 
ot India aie contained in paiagraph 48‘2 We hope 
that joint-stock banks may be persuaded to increase 
their activities in this field by then o''^"n self-interest 
As legaids the Imperial Bank of India, we have sug- 
gested ceitain valuable inducements on ceitain condi- 
tions in paiagiaph 488 

(ni) If the- attempts to secuie foi Indians then legitimate 
share of foreign trade finance bv using existing 
machinery are not crowned with success, we have 
no hesitation in lecommending the establishment of 
a new Indian Exchange Bank with the facilities and 
privileges required for guaranteeing the success of the 
new institution 

fiv) We have also suggested in paragraphs; 490 to 492 that 
the question of establishment of “joint” banks ^ 
ma^ usefully be exploied fully by the parties con- 
cerned 

Diffeeencb of opinion within the CO’MMITTEE 

495 Those of us who have subscribed to the vievrs and recom- 
mendations in this chapter desire to add the tollowmg observations 
on the dissenting minutes signed lespectiveH b\ six of our 
colleagues and by Mr Sarkei so far as they i elate to the subject 
■of the financing of foreign trade Our colleagues differ from us (i) 
in the analysis of the present position and (ii) in the recommenda- 
tions made to meet it 

I — ^Minute of Six dissenting members 
(i) Analyb'S of the present position 

496 In paragraph 477 of our report wo have stated oui conclu- 
sion that the facilities available at present for financing India’s 
foreign trade are sufficient By this we meant that the existing 
hanks give merchants all the assistance lequired to finance this 
trade provided the merchants are of good reputation and possess 
means in a reasonable proportion to the trade that they do The 
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authors of the dissenting minute justify their dissent fiom this 
conchiMon on two gioiinds — 

(1) the direct evidence of Indian commercial bodies, and 

(2) the indirect eiidence from a compaiison of the shaie ot 

Indians and non-Indians m the external trade ot 
India 

497 As regards (1) they admit that many of the witnesses 
weie not prepared to give details of then grievances foi foimal 
submission to the Committee While we can appreciate the 
reluctance ot vitnesses to substantiate the chaige publicly before 
the Committee, iie find it haid to accept these charges wdien the 
iMtne'^ses were umiilhiig to supplj* information even confiden- 
tiall} and Yhen it was thus not possible foi us to pursue the 
matter further 

498 In contrast to these charges of racial discnrnmation,. 
we have the authority of certain other witnesses and some PiO'- 
Mircial Committees that the facilities are adequate Eor example, 
the Bombay PioMiicial Banking Enquiry Committee lepoit that 
in legaid to impoits “the existence of the Port Trust warehouses, 
coupled i\ith that of tlie well-organized system of credit given by 
exchange banks and impoitmg houses, has lesulted in the adequate 
financing of the tiade in imported goods and theie does not seem 
to be any demand foi gieatei facilities ’’ Again, in legaid to ex- 
port bills, eceri the Indian Chamber of Commerce, Calcutta, on 

' whose evidence the dissenting minute is mainly based, admit that 
iheie IS a great competition among the exchange banks for 
seciiiing such bills The Chambei, however, pointed out a num- 
ber ot directions in yIiicIi Indian exporters and importers were 
expel lencing difficulties We have dealt with these complaints 
fully in paragraphs 439 to 446 of oui Bepoit , The lepiesentatives 
of the Exchange Banks’ Association, wdio appeared before us and 
with whom we had a long and frank discussion in cameia, ob- 
seived that some of the complaints were brought to then notice 
for the first time and could have been easily and qiiicklj’- remedied 
if they had been brought to then notice eailiei (Question No 
S460 Oial Evidence ) In faet in several instances the Exchange 
Banks’ Association have already taken action, such as the pub- 
lication of the rules of the Association, the levelling dowm of the 
penaltc rate in Calcutta for the late fulfilment of con ti acts, the 
reduction of the rate of inteiest on import bills from 6 to 5 per 
cent and the issue of instructions foi giving more liberal support 
to Indian insurance companies In these circumstances we cannot 
but adhere to the conclusion recorded by us as to the adequacy of 
the existing facilities We understand that our six colleagues. who 

♦ Please see question 1239 et seq , Vo’unie of Oral Evidence 
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liave signed the dissenting minute had no infoiraation about the 
reduction in the late to 5 pei cent A\hith A^as communicated by 
one ot oui colleagues to the membeis of the Committee Aiho have 
subsciibed to the mews in this chaplei, onh at the time A\hen 
they weie coiisideiing that dissenting minute 

499 As jegaids the mdnect evidence fiom the shaie of the 
Indians m^the foieign tiade of India, the authois ot the dw^enting 
minute lefei to the figuies furnished to us by the Indian Chamber 
of Commeicc, Calcutta, and the Exchange Banks’ Association 
It IS pointed out in the dissenting minute that the figuies fur- 
nished by the Indian Chambei aie based on official and piivate 
publications The Secietaiy of the Chambei has added m his 
lettei forvA^aiding the estimate that the figuies i elating to ai tides 
of trade othei than ]ute and cotton have been veiified bj personal 
enquiries fiom the people in the tiade We should like to obseive 
m this connection that in paiagiaph 5 of his note relating to this 
chaptei. Ml Saikei states that fiom the enquiries which he has 
been able to rnake, he is inclined to belieie that the actual piopoi- 
tion IS about 20 per cent We have also lecently been furnished 
with another estimate based on the customs letuins foi the Poit 
of Calcutta which shoivs the shaie of the foreign trade of Calcutta 
in the hands of Indians to be 30 pei cent The fact that the 
propoitioii is diifeient in the different estimates suppoits oui con- 
clusion that no lehable judgment can be based on those estimates 
without furthei im^estigation As stated in paiagiaph 437 of our 
Bepoif, it has not been possible for us lo veiify the figuies given 
eithei b}^ the Indian Chambei of Commerce or by the Exchange 
Banks’ Association , we have oui selves pointed out the obvious 
diawbacks of the estimate furnished by the Exchange Banks’ 
Association, but ive cannot, in fairness to oui selves, accept any 
estimate as collect “in the absence of a more accuiate estimate’’ 
(Paia 7 of the dissenting minute) 

500 In paiagiaphs 5, 6 and 8 of their dissenting minute our 
colleagues have made an incuision into the histoiy of commeicial 
inteicouise of India with otbei nations Neither the aiitlior whom 
they quote in paiagrapli 5 nor their own observations in paiagiaph 
8 set out the historial facts in their piopci peispectue We do not 
propose to deal with tins pait of the minute as it is not necessaiy 
foi OUI purpose We only desiie to make a passing lefeience to 
the inconsistency in the sffitemenls made in paiagiaphs 3 and 8 
Oui colleagues state that of the two causes of the initial concentia- 
tion of foreign trade m the hands of non-nationals, the concentia- 
tion of foreign trade finance in the hands of banks contiolled and 
run by non-nationals has played the more important part The 
author whom they quote in paiagiaph 5 is of the opinion that 
■“almost the entire foreign trade had passed into the hands of 
Europeans when European banks came to, be established ’’ If the 
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foreign trade of India bad already passed ovei into non-national 
hands, tlieie was obviously nothing fuither left for the non-nationaL 
banks to do to bung about such a tiansfei The authority quoted 
by oni colleagues and the statement that they themselves make 
are in conflict vith eacn other The reasons why the Indians did 
not possess any shaie of the foreign tiade with Europe after the 
Western powers successnely the Portuguese, -the Dutch and the 
English, had acquired the mastery of the seas are vfell-kno'vn facts 
of history and we do not propose to dilate on them 

oOl Oui colleagues infer that the small percentage of Indians' 
share in the foreign trade of India is due to the financing of then 
trade being the monopoh ot the non-natioual banks We are not 
prepared fully to subsciibe to this view as we have no doubt that 
there are other factors ■^hich play a moie important part in the 
situation At the same time, ne have admitted in paragraph 478 
ol our report that it is not unnahuaKthat a foieign bank should 
endeavour to do as much as possible to piomote the interests of 
the nationals of its on n country It is exactly tor this reason that 
ve have come to the conclusion that it is not desiiahle that India 
should rely for all times on the facilities afforded by non-Indian 
banks for the financing of her foreign trade We have quoted m 
this connection from Professor Barrett Whale’s book “Joint-Stock 
Banking’’ and pointed out how national banks can give extra- 
liberal facilities to merchants and firms of then own nationals, 
both 111 the matter ,of the period of credit and the selection of 
firms In fact the author of the book traces the growth of 
German'^ s export trade to the adoption of such a liberal credit 
policy ba the German credit banks 

502 Oui colleagues refer to the exchange banks’ demand from 
mei chants of audited balance-sheets of the latter’s financial posi- 
tion We do not think that it is coiiecc to sa} that the exchange 
banks insist oir then chents furnishing balance-sheets audited by 
auditors approved by the bank The representatrves ot the 
exchange banks have definitely stated that it is only in cases 
vheie the banks are unable to ascertain even approximately tire 
financial status of a merchant that the latter finds any difficulty 
111 securing the accommodation that he needs They have added 
that merchants and firms who maintain regular accounts and are 
willing to publish then balance-sheets duly audited find very little 
difficulty m getting the accommodation wdnch the latter require 
They did not lay anj emphasis on the balance-sheets being audited 
by qualified chartered accountants They only wanted the 
accounts to be audited by accountants wdro w^eie on the approved 
list of Government In fact this matter was cleared up m the 
oral examination of witnesses by two of the members wffio have 
signed the dissenting minute (Questions 3081 and 3082) We 
v.ish further to add tha+ the exchange banks do not insist on 
balance-sheets in all cases, 
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603 Our colleagues refer to tlie invaluable assistance lendered 
by banks engaged in the financing of export trade in other coun- 
tries in the matter of supplying then customers with information 
legaidmg foieign maikets and prevailing prices, and obseive that 
the lack of similai facilities in India is due to the non-fndian 
chaiactei of the banks engaged in the financing of foieign trade 
It is tiue we have refeired to this complaint in paiagraph 268, 
but we aie not conversant with the piactice in other countries nor 
are we awaie whethei merchants and films lely upon this assist- 
ance in their foieign tiade business wutbout any supplemental 
assistance fiom othei sources In any case the lack of such- 
assistance in India if detiimental to those engaged in foreign tiade 
will affect non-nationals much moie than nationals, and one would 
have expected complaints to have been foithcoming from repre- 
sentatives of the foimei We haAe lecommended the establish- 
ment of maiketing boaids in vaiious piOMnces and it will be one 
of then functions to obtain and publish infoimation legaiding 
foreign maikets and foreign prices We cannot say how^ fai banks 
can usefully add to the seivice lendeied b} maiketmg boaids in 
tins direction 

504 Oui colleagues have lefeiied to foieign banks monopolis- 
ing the best medium foi banking investments, namelj tiade bills, 
and leaving to Indian joint-stock banks onlj such investments as 
those on landed pioperty oi on shoit-peiiod advances against law 
mateiial in the mofussil during the peiiod of the maiketing of the 
ciops We aie constiained to draw attention to the inconsistency 
in the argument of oui colleagues When the question of leviving 
the indigenous banker was consideied by us, they agieed that with 
the levival of the indigenous bankei, conditions for the extension 
of the bill-market wull be cieated and the indigenous bankei wdiose 
knowledge of local and trade conditions must foim the basis of good 
bills would piovide the commeicial banks and the Eeseive Bank 
wuth a giadually increasing numbei of genuine bills In fact it 
has been pointed out by the authois of the dissenting minute that 
the volume of internal tiade is as much as Bs 9,000 ciores , and if 
a bill-market securely based on this enormous volume of internal 
tiade of the country developed, w^e think that that would give to 
the indigenous banker and the commeicial banks in the country a 
safe, adequate and liquid form of investment We have pointed 
out in Chapter XIII that the existing methods of marketing finance 
aie undeveloped and that the replacement of cash and open account 
credit system by bills is a leform which is most urgently called for 
We think, theiefore, that if instead of directing the attention of 
the Indian jomt-stock banks and the indigenous bankers to the 
field of foieign trade finance which is already well organized, their 
efforts were diiected to the development'and organization of inter- 
nal trade finance, great and lasting benefit would acciue to the 
country 
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505 Our colleagues have lefened to the mtioduction of rupee 
import brlls We have already dealt wrth thrs subject fully in 
this chapter of our report We should add that the rate of 
interest on rinport bills has recently been reduced to 5 per cent 
We should not pass unnoticed the statement m paragraph 22 ot 
the dissentrng minute that “even though bills could be discounted 
in the Indian money market at under 6 per cent the Indian im- 
porter must finance his imports at a i ite ot interest, the minimum 
of which is 6 per cenl ” This is hardly correct The exchange 
banks do not insist on retaining the import bills m then portfolio 
till maturity nor do they force the importers to continue to pay 6 
per cent nhen accommodation is available locally at lower lates 
The Indian importer is always at hbeirv to retire the import bills 
before due date and if he prefers the 6 per cent rate under the 
interest clause (now^ 5 per cent) to repayment by loans raised 
locall}-, it IS because in the majority of cases even the 6 per cent 
rate is more advantageous than what lie would obtain from the 
Indian monev market 


fii) Recommendations 

506 Our colleagues see no reason to suppose that the attitude 
of the Imperial Bank ot India tow^aids Indians would be more 
sympathetic than that of the foreign exchange banks and they 
theielore do not feel it would be a satisfactory solution of the 
problem to induce the Imperial Bank of India to take to foreign 
exchange business on the conditions stipulated by us We do not 
think it IS necessary to repeat the arguments which we have given 
m paiagiaphs 483 and 485 as to the desirability of utilizing the exis- 
ting machinery of the Imperial Bank for achieving the object 
which both the authors of the dissenting minute and ourselves 
have in view’' One of the conditions which w^e wush to impose on 
the Imperial Bank of India under our proposals is that 75 per 
cent of the directors on the local boards and a majority of the 
directors on the Central Board should be Indians This recom- 
mendation, which IS in accordance with the recommendations of 
the External Capital Committee, coupled with the mcieasing 
Indianization of the staff, is in our opinion, bound to result in 
provision of larger facilities to Indians engaged in the foreign tiade 
Moreover, we have no doubt that with the giant to India of a 
fuller measure of self-government both the Imperial Bank of India 
and the foreign exchange banks will make themselves moie accom- 
modating to the interests of Indians even if Indians may have any 
legitimate complaints m this lespect at present If for any reason 
it IS found impossible to use the machinery of the Imperial Bank 
of India to fulfil Indian aspirations in the field of foreign trade 
finance, we definiteh recommend that a new Indian Exchange 
Bank should be started 
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507 Oiu dissenting colleagues desne that tlie State should 
initially subsciibe the shaie capi^^al ot the ne^^ Indian^ Exchange 
Sank In othei paits of oui lepoit we have lecommended that 
the State should actively help in the establishment of vaiious ins- 
titutions which, in om opinion, aie moie uigently necessaiy than 
a nevi Indian Exchange Bank We would diaw special attention 
to out assumption legarding the establishment of the Eeseive Bank 
as eaily as possible n ith capital provided by the State That insti- 
tution IS the hist pie-ieqmsite foi the leorganization and deve- 
lopment of Indian banking and is uigently lequiied m oidei to 
make incieased banking facilities available to agiicultuie, at pie- 
sent the mam industiy of India The imposition of an obligation 
on the Government immediately to stait the State Exchange Bank 
an advance of the Eeseive Bank may weaken the pot\er of Gov- 
ernment to piovide the capital required for the Eeseive Bank 
We do not, theiefore, think it will be wise to delav action in these 
othei directions by insisting on the provision ot State capital tor 
the purpose of the new Exchange Bank Fiirthei, the object ot 
creating a new Exchange Bank is to get toi Indians not only a 
greatei shaie of the foreign tiade but also a greater shaie of the 
financing ot such trade We have already observed that a lew 
of the existing Indian joint-stock banks are taking a part — though 
an inconsiderable part — m this finance For example, the Cential 
Bank of India in 1930 had a tuinovei of about million m 
foreign exchange and it is not unlikely that, left to itself, that bank 
will be able to develop its business within the next few years to 
a greater extent * We, theiefore, think it inadvisable to create a 
State Exchange Bank which would add to the difficulties of the 
existing joint-stock bank', and thereby lessen their chances of 
taking Iheii proper place in the financing of India’s foieign trade 
Our colleagues have themselves admitted that in actual practice 
veiy few hard and fast lules can be laid down demarcating the 
dividing line between the field leseived for mteimal trade and that 
for foreign trade We are quite sure that the new Indian 
Exchange Bank, if it is to be a success, would find it necessaiy 
to give its clients a direct connection fiom the interior with the 
loieign impoiter or expoitei This would involve competition with 
the existing banks and in ordei to avoid this competition, oui sug- 
gestion that the Indian jomt-stock banks should first be asked to 
subscribe to the capital of the new Bank is justified The new 
Bank foimed accoidmg to om plan would be able to use its mem- 
hei banks for financing the portion of the trade from the ports to the 
interioi and even if it had to enter into the field of internal tiade 
financing, the profits from this business \\ould accrue to the Indian 
joint-stock banks and the entry into that business -^ould not there- 
fore be resented as creating unfair and unhealthy competition 

* Cl Industrial Bank did as much exchange busme'^s as any 

exchange bank in India during the first few years of its life ” Sinha’s "Early 
European Banking m India ”, pave 220 
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608 Holding as we do, along with the authors of the dissen- 
ting minute, that the national aspiration to secure for Indians am 
increasing shaie of the financing of India’s foieign tiade is quite 
legitimate, we have no hesitation in recommending that if the 
joint-stock banks are unable to put up the capital lequiied by 
the new Exchange Bank, and by that time have also been unaole 
to satisf}' Indian aspiiations in this connection, the State must 
step m with all its pov ei and influence to make the new Bank a 
success AVe do not, hovevei, anticipate that such a contingency 
will aiise as ve aie scie that the Indian joint-stock banks "vm!! 
realize then lesponsibility in this matter 

509 The aiithois of the dissenting minute justiB the creation 
of a State Exchange Bank on the giound that it \\ill piovide a 
suitable institution to handle the lemittance opeiations of the Gov- 
ernment The-^ add that the laige amounts of lemittance which 
Go^ eminent ha\e anmiallv to make abioad necessitate the stait- 
ing of an institution foi such lemittances AA'e cannot see the foice 
of then aigument in this mattei E\en if the State Exchange 
Bank be staited, it will not be m a position to provide the steihng 
resouices icqiiiied In Go^elnment foi meeting then chaiges m - 
England AVe undeistind that one dllIlcult^ nith the Indian joint- 
stock banks which aie nov opeiating in the exchange field ts that 
iheir shaie of the inipoit bills is gieatei than then shaic of the 
expoit hills Unless the nev Bank that oin colleagues piopose is 
able to oust all the exnting banks fiom the field ol foieign tiade 
finance, we cannot see hov the nen Bank mil be able to supph 
Government with the amount of lemittances leqmred without 
going to the othei bank-, foi a majoi poition of then steihng funds 
abioad The leason vliy we leconnnend that the Reset ve Bank 
should considei using tbe new Indian Exchange Bank as its agent 
foi making lemittance operations is that the airangement will give 
the new Bank a prestige in the Indian banking system, winch, 
with the othei facilities recommended by us, such as the piovision 
of lediscount privileges by the Eeseive Bank, will enable the new^ 
Bank to compete with the existing exchange banks 

510 AA^e do not understand the reference to the profits of the 
East India Company aiising fiom the leseivation of foreign ex- 
change business to itself and the suggestion that the State should 
take over that business today The position of the East India 
Company w'as entirely cliff eient from that of the present Govein- 
ment The foimei was a tiading body and as such could use the 
sterling resources at its disposal aiising out of its trade for meeting 
its sterling requirements to defiay the chaiges of the Government 
m England The Gexernment is no longer a trading body and it 
passes our comprehension how^ it would be able, through the State 
Exchange Bank to find the steihng wherewith to meet its require- 
ments in England 
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511 Our colleagues saj that we enteitain the apprehension that 
the foieign exchange banks will put up a very severe competition 
against the Indian Exchange Bank and prevent it from carrying 
on its normal opeiations We cannot tiace anything in the report 
which can have given them this impression Oui object in hestow- 
mg on the new Bank certain privileges is to create confidence in 
the minds of the public and to direct the foreign trade business 
to the new institution In this connection we should like to reter 
to paragraph 45 of Mi Saikei’s dissenting minute on this, 
chapter 

512 Our colleagues have refeiied to the arguments in paragraph- 
488 of oui Eepoit against giving the new Exchange Bank a mono- 
poly of Government lemittance free from any control from the 
Beserve Bank This argument had reference to a proposal that- 
had been made at one stage 'of oui deliberations and, we do not 
see aii}^ point in the reference of our colleagues to this argument^ 
when by making even then new Exchange Bank an agent of the 
Eeseiwe Bank in the matter of remittance operations and by pro- 
viding that the Bank should not do this business for piofit they 
have accepted the conclusion in the paiagiaph of oui report lefeired. 
to above, m support of which these arguments were adduced by 
us 


513 Oui colleagues state that w^e admit that the Yokohama: 
Specie Bank furnishes an mteiesting parallel in connection with- 
ihe question of the relation between the State Exchange Bank and 
the Reserve Bank in regard to the lemittaiice opeiations We have 
made no such admission and in fact, from a lecent hook, which we 
have had an oppoi trinity to study, we do not think that the 
Yokohama Specie Bank furnishes any guidance in the matter 
The balance of trade in iiieichandise m Japan has generally heerb 
adveise as shovn by the following figuies* — 
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With the balance of trade unfavourable against Japan, we do not 
see how the question of either the Y^okohama Specie Bank or any 
other exchange bank in Japan helping the Government of Japan im 
their remittance programme arises 


* " Problems of Japanese Exchange, 1914 26,” Inouye, page 223. 
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514 Oui colleagues desne that the new Exchange Bank should 
he started iininediatsh n ithout xvaiting foi the establishment of the 
Beseive Bank They admit that the new Bank would require 
fuithei lesouices besides its shaie capital and that these resouices 
may he found partly fiom deposits fiom the public and pait^y 
thiough advances from the Government They have agreed with 
ns in connection with the provincial industrial corpoiations that 
an institution working vith special patronage fiom Government 
should not compete with private agencies to whose development 
in the future all of us are looking forwaid We cannot, theiefore, 
appieciate the satisfaction uith uliich the}^ anticipate the attrac- 
tion of a large amount of deposits from the public by then State 
Exchange Bank in competition with existing ]oint-stock banks 
As legaids Go^elnment, thiough the CUiienc^ Bepaitment, pro- 
viding additional working capital foi the new institution by dis- 
counting impoit and expoit bills, this will surely lead to the 
addition of one more aefenc}’^ foi the ‘supply of currency in this 
countiy, when the present dual agency for controlling cunency and 
credit IS already a matter foi standing criticism We are, there- 
fore, convinced that the establishment ot a Beser%e Bank is abso- 
lutely essential before any scheme foi the cieation of an Indian 
Exchange Bank is contemplated We furthei hope, as already 
pointed out m paiagrajih 486 of our Bepoit, that the full details of 
the scheme for a national institution of the kind we have in view 
would be worked out in consultation with "the Eeseiwe Bank, 
wdiich established on the liasis which w'e contemplate in paiagiaph 
“606 wall be in the best position to gne lire most disinteiested and 
valuable advice in the matter to the GoAernment ot the day 

515 Oiii colleagues have lefeiied to the existence of two money 
markets in India at the present day and suggest the entry of Indians 
anto the field of the financing of foreign trade as a solution for 
unifying the two money markets We have referred to this sub- 
ject in paragraph 578 of our Eepoit wheiem we have indicated the 
proper solution for the unification of the markets That solution 
is not for all the existing institutions to compete nr order to cap- 
ture the compaiatively small amount of bills that now' exist an the 
foreign trade business but to develop^ on a large scale wliiclr 
India’s internal trade justifies, an expanded bill business which 
would make it easy foi capital to flow from one mmket to the 
other and thereby level dowar all existing difteiences and finally 
lead to the abolition of two separate markets nr India 

516 Our colleagues differ materially from us nr recommending 
■that the new' Exchange Bank should be staited immediately irres- 
pective of the establishment of the Eeseive Bank As already 
pointed out, there are various other recommendations of an urgent 
•character like the development of agiicultnial bills, with the lesul- 
tant iirciease m hanking facilities available to agriculture, which 


FINANCING OF FORMGN TRADE 


365 


aie wholly dependent on the establishment of a Eesene Bank, In 
paragraph 48 of the note of dissent, oui colleagues have said that 
the leason why they have thought it fit to single out the finance 
of foreign tiade for special tieatment involving the adoption of 
immediate steps without making similar lecommendatioiis m- 
regaid to ruial, industrial and commeicial finance is the presence 
in the field of financing of foieign trade of poweiful nested inter- 
ests which lenders delay in taking lemedial measuies detiimental 
to national mteiests We legiet we aie unable to agiee vith oui 
colleagues in this lespect, as v e considei the othei things to be 
of a moie urgent chaiactei fiom the point of view of the economic 
velfaie of the country than the needs in the sphere of the finance 
of foreign tiade Indeed if, in the latter sphere, the establishment 
of an Indian Exchange Bank by itself is likely to help a section 
of the community which is comparatively vealthy m securing a 
larger share of a profitable trade, one may be pardoned for asking 
the question vhether tliat section of the community itself should 
not take combined action to secure the necessary remedy even if 
such action involves a certain amount ct extra expenditure to it 
during the period vhich must elapse before it can secure the desired 
goal 

517 As regards the reference of our colleagues to the branch 
actnities of the exchange banks, we note that they propose the 
closii'g down of existing branches of the exchange banks on account 
of the unjustified encroachment in the field of finance for internal 
trade to the harrassment of Indian joint-stock banks We might 
point out that there are no branches of exchange banks in 6 out 
of the 9 provinces in India, namely Assam, Bengal, Bihar and 
Orissa, Bombay, Central Provinces and Madras They cannot, 
theiefoie, be said to have encroached on Indian joint-stock banks 
in any of these jiiovinces m all of which the development of banking 
facilities IS urgently nei essaiy The branches of the foreign ex- 
change banks, where they exist, serve a definite purpose, and we- 
ar e not prepared to deprive the public of the facilities which it 
derives from their existence We may observe that in almost alt 
of these places certain Indian joint-stock banks have opened 
branches long after the establishment of branches by the foreign 
exchange banks We should like to add that if the Indian public 
dislikes the operations of these branches of foreign banks^ it can 
take effective action in securing that they are closed down by 
withdrawing its custom from them As a contrast to the opinion 
of our colleagues, we would refer to Mr Pochkhanawala’^s evidence 
before us where he has said that if foreign exchange banks prefer 
to open a branch at a certain* place where there are no banking faci- 
lities, he would not prevent them from going there (Question 
1 , 000 ) 
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II — Dissenting minute of Mr N K S vrker 

518 In dealing witli the dissenting minute of oui six colleagues 
-at some length we have answeied many of the i>ointB raised in 
Mr Saikei’s minute We deal below only with a few points which 
have not been covered b} our comments in the pieceding paia- 
-giaplis 01 in the body of the rciioit 

519 Ml Saikei has given a icconstiucted table showing the 
lespective shares of the exchange banks, the Impeiial Bank ot 
India and the Indian joint-stock banks of banking deposits in 
India Brom that table he comes to the conclusion that there lias 
been a dispiopoitionate giowth oi the shaie of deposits with foreign 
banks We do not see any justification foi his including the 
figuies of the Allahabad Bank in the heading of “foieign banks” 
-as this bank still continues to do only inland tiade business and is 
-a bank legisteied undei the Indian Companies Act 

520 As legal ds the conditions of the licence, the main points 
of difleience betw'een Mr Saikei and oui selves is that we do not 
agree wnth the confinement of the business of the exchange banks 
to poit townis and the restiiction on the acquisition In exchange 
banks of shaies in oth'ei Indian banking concerns We ha\e 

^iven oui leasons veiy fully in the body ot the repoit as to w'hj w'e 
liaye not been able to accept these conditions jNIi Barker lias 
lefeiied in this connection to the pioceedings of the International 
Confeience on the Tieatinent of Foreigneis held in Pans in 1929 
We legiet that foi want of time it has not been possible foi im to 
obtain and study this document Even assuming, as Mi Sarkei 
-says, that it was accepted in the couise of discussions at that 
Confeience that the right of international commeice w'ould not 
apply to the letail tiade oi hawdving or peddling, we w'lsh to point 
out that the business of exchange banks at then iipcountiy 
hranches w'ould not seem to go against this piinciple, as at these 
places their business is connected mainly wnth international tiade 

521 As legards the lest of the conditions, w’e ha\e embodied onp 
some of them as conditions in the licence to be gianted by the 
Beseive Bank and have left otheis for a convention between the 
Government and the exchange banks Mi Barker liimself admits 
that it IS possible that such a convention may be established in 
which case he thinks that the conditions need not be included 
specifically in the licence It is only if Government fail to estab- 
lish such a convention that he suggests that the terms should be 
■enfoiced in the licence 

522 Ml Sarkei has suggested the introduction of an Exports 
Gredits Scheme on the lines of those in force in Great Britain and 
^Germany This matter was never discussed before the Committee 
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and it IS not possible foi us at this stage to expiess any opinion on 
the question 

523 As legaids Mr Saikei’s comments on oui lecommenda- 
tion legarding joint banks, we have ourselves admitted in our 
lepoit that no conciete scheme was placed befoie us The idea of 
joint banks seems to be a valuable one, and has been tned in other 
countiies, but the details must be worked out by piactical finan- 
ciers and only when theie is a piospect of tiade revival 

524 In oui scheme of lecommendations we have piovided for 
the establishment of an Indian Exchange Bank onlj aftei attempts 
to secuie foi Indians then legitnnate shaie of foreign tiade finance 
by using the existing machmeiy aie not ci owned with success 
We have, theiefoie, not thought it necessaiy to fill in the details 
of the new institution and have left them to be worked out in con- 
sultation wuth the Eeseive Bank wuth due regaid to the ciicums- 
tances pievailing at the time of the cieation of that Bank We 
nccoidingl} thinlc it will seive no useful puipose foi us to criticise 
the details of the Indian Exchange Bank given in Mi Barker’s 
dissenting minute We note that Mi Barker is of the question that 
the hew Indian Exchange Bank slibiild be started immediately after 
the establishment of the Eeseive Bank and that the new Bank 
should not be a purely State Exchange Bank as proposed by our 
SIX dissenting colleagues 


III — Conclusion 

525 Finally, we wish to add that we do not feel that it is 
necessaiy to make any modifications in our recommendations in 
this chapter We have no doubt that when a constitution of 
the type envisaged by us comes into foice, if the authonties 
find that a Reserve Bank has not been established by then, 
or that its eaily establishment is not a practical proposition, 
they wall take such action as they may find feasible to give effect 
to the prmcipes iindeilying our various recommendations with due 
legard to the degree of importance they may attach to each of these 
from the point of view of the economic welfare of the country as 
a whole 



CHAPTER XVin. 

THE BANKING SYSTEM AND THE ISIONEY MAKKET. 

The Imperial of Hdi\. 

52G In Chaptei III, ^\e have aliotidy clesciibed the functions 
and woiking of the Impenal Bank of India and in subsequent 
chapteis ^^e lune made vaiious lecoininendations in legard to the 
dnections in uhich its piesent useful actuities ma> be extended. 
We ha'\e suggested that — 

(il It might use the indigenous bankeis as agents for collec- 
tion of cheques and bills in the same inannci as it 
u'^es joint-stock oi co-opeiati\e banks (paiagraph 
142), 

(ii) it might di'^count the bills of indigenous bankcis more 
fieelv than at piesent (paiagiaph 144). 

(in') the assistance lendeied to co-opeiatne banks in the 
inattei of cash ciedits and oieidiafts against sound 
secuiity should be continued (paiagraph 181), 

(iv) it should giant to the co-opeiative banks leraittance 

facilities loi othei than, co-opeiative pin poses on the 
same teims as toi joint-stock banks (paiagiaph 182) ^ 

(v) it should continue to follow a hbeial policy in the matter 

of granting advances against agiicultuial pioduce in 
godowns (paiagiaph 185), 

(vi) the existing practice of giving loans against gold orna- 

ments should be fuithei de\ eloped (paiagiaph 252),. 

(mi) within safe and piopei limits it should extend the 
assistance at present given to industiies on the lines 
tollowed bv jomt-stock banks in Gemiany (paragraph 
391), 

(Mil) undei conditions explained by us it should endea\our 
to take its piopei place among the banks financing 
the foreign trade of India (jiaiagiaph 483) 

527 There aie a few other mweell i neons matters connected 
with the Impel uil Bank of India which we propose to deal with 
in this chaptei When the Beseive Bank Bill ira<? intiodiiced in 
the Assembh , another Bill to amend the Imperial Bank of India 
Act, 1920, was also sunultaneoush intioduced with the object 
of freeing the Bank from the restrictions which on account of 
its hj'biid nature \seie imposed upon it, and of modifying the- 

( 36 '^ 1 
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contici of Government OAer its opeiation^ In paiagrapbs 34 and 
35 W 3 ha^e lefened biiefly to tbe lestijctions and to tbe natuie 
■of tbe contiol . but it will be convenient to give in some detail tbe 
salient teatuies of tbe amending Bill of 1927 as modified by tbe 
Joint Committee of tbe Gential Legislatuie They are — 

(fl) Tbe Impeiial Bank should undei aiiangements witb tbe 
Beseive Bank of India act as agent of tbe latter in places where 
tbe Beseiwe Bank has no blanches 

(b) Tbe piovision that gives power to tbe Governoi General 
to issue instiuctions to tbe Bank in lespect of ceitain matteis 
should be repealed 

(c) Power should be given to the Bank to establisE branches 
or agencies at such places in India or elsewhere as it deems 
advantageous 

(d) Tbe Central Board should consist of tbe following GoAeinors, 
■(i) tbe President and tbe Vice-Piesident of the Local Boards 
established by tbe Act, (ii) a Managing Governor appointed by tbe 
Central Board, (in) a Deputj^ Managing Governoi appointed by 
tbe Central Board, (iv) tbe Secietaries of the Local Boaids estab- 
lished by tbe Act, and (v) such number of persons to represent 
any Local Boards established beieaftei as the Central Board 
might prescribe The Deputy Managing Governor should be 
entitled to vote in tbe absence of tbe Managing Governoi , but tbe 
Governors specified in clause (iv) should not be entitled to vote 
and they will be given only tbe power to take part in tbe delibera- 
tions of the Board 

(e) The Bank should be authorized to make advances and open 
cash credits on the security of debentures issued under the autho- 
rity of a Municipal Board or Committee 

(/) Tbe Bank should be empoweied, subject to any general 
or special diiectioirs from tbe Central Board, to make advances 
and open cash credits on tbe security of fully paid shares and 
debentures of companies wath limited liability whether registered 
in India or ePewbere 

({/) The Bank should be allowed to advance freely on bypothe- 
catioiis instead of being restricted to making advances only against 
goods in its possession 

(h) Tbe Bank should be allowed to buy and seii foreign bills 
of exchange 

(t) Tbe existing restrictions on tbe borrowing of money in 
England by the Bank should be removed 

(]) The statement of tbe balance of the Bank should contain 
i;he particulars, and should be in the form, required by seel ion 132 
of the Indian Companies Act of 1913 and the provisions of section 
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136 of the same Act should apply to the Bank m like manner as- 
thej apply to a banking company 

(k) Various admiuistiative detects m the working of the Bank 
should also be removed 


Withdrawal op restrictions 

528 It will be seen fiom the above that some of the impoitant 
restrictions on the opeiations of the Bank weie left untouched. 
We understand that this was due to the fact that the Managing 
Governors of the Bank desired them letention in \new of the special 
position which it W'as then contemplated that the Bank would 
occupy even aftei the EeseiAe Bank had been established ^ As 
stated in paiagiaph 484, w'e do not desire to fettei the discietion 
of the Beseive Bank in the mattei oi its choosing its owm agents 
and 'we w'ould piefei to give the Beseive Bank full discietion to 
utilize the Impeiial Bank as its agents m the country until the 
Boaid of the Eeseive Bank aie able to make peimanent aiiange- 
merits with the Impeiial Bank oi any othei bank We have sug- 
gested that undei ceitain conditions the Beseive Bank might gne 
the Imperial Bank a monopoly m agency business If, how^ever, 
this IS not found feasible, the position of the Imperial Bank of 
India w'ould be on a pai wnth the other joiiit-stock banks ui tli^ 
countiy and we w^ould not be opposed, to the restrictions imposed 
by the present Act and proposed to be retained in the amendiiig" 
Bill beina withdiawm 


Special charter 

529 The question has been raised whether wdien the Bcserva 
Bank is created it is necessary for the Imperial Bank of India 
to have a special charter of its own This suggestion is mainly 
based on the suspicion that a special charter wmuld give the 
Imperial Bank of India a position and prestige wdiich would be 
detrimental to the interests of the other joint-stock banks m the 
country Certain obligations are imposed on the Indian joint- 
stock companies by the present Indian Companies Act and that 
the Imperial Bank of India is free from these obligations under 
its special charter is also another consideration urged m favour of 
this suggestion We have already mentioned in paragraph 52T 
that in the Imperial Bank of India Amending Bill as modified by 
the Joint Committee provision has been made for the Imperial 
Bank fulfilling the veiv important requirements of Sections 132 
and ]36 of the Indian Companies Act m the same way as other 
joint-stock banks in the country Although we propose that the 
Beser\e Bank of India should be given full discretion in the matter 
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of choosnig its agents, we feel that the faet that the Ini penal 
Bank of India has a laiger iiumbei of blanches spiead throughout 
the country than any 9 thei joint-stock bank would lead the Beserve 
Bank of its own accoid to have the Imperial Bank of India as 
its <^hief , if not its sole, agent This agency business would include 
Government Treasur}’’ business and we think that it is on the 
whole desiiable to continue the special chaitei with suitable 
amendment‘5 


Opening of branches 

530 In the Eesene Bank Bill of 1927 provision vas made 
foi the giant of ceitain jiiteiest-fiee balances to the Impeiial Bank 
of India with a view to encouiage the extension of its bianch 
banking actmties in the inteiioi It was uiged at the time that 
the onty possibility foi indigenous banks to develoji then business 
Mas to open blanches Avhere the Impeiial Bank of India had none, 
and that tins possibility v'ould be shut out if the Goveinment gave 
anv special concession to the Impeiial Bank of India winch Avas 
not gn^en to the othei banks The foice of this aigiiment appears 
to liaA'e been appieciated by the Joint Committee Avhich recom- 
mended the omission of this pioMsion in the amehded Bill We 
aie 111 full sympathy Avith the aspiiations of the Indian jomt-stock 
banks and we considei that any facility given by tlie Goveinment 
or by the Eeseive Bank, when it is established, should be fieeiy 
available not only to the Impeiial Bank of India but to all other 
joint-stock banks in the countiy With this end in view ^ namely, 
to encouiage the opening of blanches of joint-stock banks, we 
have elsewhere lecommended that the Reserve Bank may place 
for the first five yeais wnth every new branch opened by an ap- 
pioved jomt-stock bank at a centre, where there are no jomt-stock 
banks, a deposit of such sum on such terms as it maA' consider 
necessary 

531 In then separate report the foreign experts have referred 
to the recommendation in the ]iieceding paragraph, wnth whrch 
they do not agree on the ground that it Aroiild be contrary to the 
piinciples on wdiich the policy of a Reserr^e Bank should be based 
We have pointed out that the provision for giving assistance ^o the 
Imperial Bank of India in order to enable it to open branches m 
the interior was rejected by the Joint Committee of the Central 
Legislature not on the ground of any opposition to the principle 
of such assistance but because they were against giving pi eferential 
treatment to the Imperial Bank of India as compared with other 

'banks Oui recommendation simply extends the general pimciple 
to all the loint-stock hanks in the interests of extension of bank- 
ing throughout India ' As stated m Chapter XXHI m connection 
wnth the policy of the Reserve Bank and its relations to other 

Y 2 



37 ^ 


OHAPTEE XVIII 


banks, a gieat deal must be left, m matters of tins kind, to the 
discretion of the management of the Keseive Bank 

InDIANIZATION of STAFl? 

532 The question of Indianizanon o^ the stall of the Impeiial 
Bank of India has been piessed befoie us The Bank has ahcady 
inaugurated a scheme of training youiu Indians which is des- 
ciibed in the evidence of the Managing Governor of the Imperial 
Bank of India AA^e have been told that stall officeis of the Barik' 
are now to an inci easing extent being piomoted fiom the Assist- 
ants tiained in the Bank undei the piobationeis’ scheme and the 
following figures have been supplied showing the direct recruit- 
ment in London and fiom the slalf in India dining the last sis 
yeais — 



In paiagiaph 483, we have lecommonded that if the Impeiial 
Bank of India is given^ in connection with its entiy into the field 
of foreign tiade finance, the special concession of being appointed 
the sole agent of the Eeseive Bank at certain places in India, no 
further lecruitment of non-Indians to the staff of the Imperial 
Bank should be made except in special cases with the approval of 
the Finance Ministei of the Government of India AATiile we con- 
sider such a condition justifiable in connection with Bie grant of 
any special concession to the Imperial Bank of India, we do not 
think it necessaiy to make any recommendation to cover the 
interim period hetoie the establishment of the Beserve Bank If 
the privilege of the free use of the Government balances and 
other concessions now enjoyed by the Imperial Bank of India 
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IS a consideration in favour of the pioposnl of furthei Indianization 
as urged by witnesses, it has also to be remembered that these 
privileges aie not given without a quid pro quo and that the Im- 
peiial Bank of India has to mcur a large expenditure on account 
of the staff employed for carrying on the Government Treasury 
business We should at the same time like to add that the ques- 
tion of Indianization stands on its own merits as a matter of policy 
in India 

533 Several of our memheis have urged that the appointment 
of the staff is a matter which should in all circumstances be left 
solely to the discretion of the Central Board, and consider that their 
hands should not be fettered in making appointments to the 
superior staff In view of the arguments produced in the Eeport 
of the External Capital Committee, however, we consider that 
the concessions ve recommend and which are referred to m the 
previous paragraph, justify our proposals regarding not only a 
majority of Indian directors but a definite restriction on the further 
recruitment of non-Indians to the staff 



CHAPTER XIX. 


THE BANKING SYSTEM AND THE MONEY MARKET— 

conUl 

COMMERCIAL BANKING 
Gener\l. 

5‘>J In the exact sense of the woi’d, commercial banking m 
India IS undertaken by the Imperial Bank oi India, the foreign 
banks coinmonlj’^ known as exchange banks, the Indian joint- 
stock banks and many of the indigenous bankers We have 
dealt m Chaptei XYIII with ceitain operations of the first ot 
these institutions, and m Chaptei VIII we have dealt with the 
last-named institution In Chaptei XVII we have dealt with 
the operations of the exchange banks, mainly in connection with 
the financing of foreign tiade The leinaiks nr this chapter 
refer chiefly to the operations of Indian joiirt-stock banks, though 
they also apply in certain cases to similar operations of the othei 
rnstitutions 

535 In India, as in almost all other principal conirtiies of the 
world, commercial banks are engaged mostly nr the distribution 
of credit The right of issuing notes is denied to them, this latter 
function being the privilege of the State in India and of the Central 
Banks in the other principal countries excepting Canada, where 
commercial banks still possess the right of issuing notes, and 
certain other countries where the power is in the process of transfer 
to a Central Bank Eoi the purposes of their lending operations, 
the banks have to depend almost wholly on the lesources which 
they can secuie by attracting deposits from people who have money 
to spare for the time being, or by obtaining loans against their 
investments of various categories Nevei tireless, commeicial 
banks render a most valuable seivice to the economic life of the 
community by mobilising the banking resources to which we have 
lefeiied and making them available to the best interest of the 
community 

536 Eor reasons which we have stated in Chaptei XVII, Indian 
joint-stock banks practically take no part in the financing of India’s 
foreign trade from the stage at which exports leave her ports, or 
to the stage at which imports arrive thereat We have m that 
chapter made certain suggestions for inci easing the participation 
of Indian joint-stock banks in this business 

517 Eohowing the orthodox practice of English banks, Indian 
joint-stock banks, generally speaking, give loans for short periods 

( 374 ) 
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and against ceitain foims of secuntv The lesult is, as has been 
"brouglit out in Chapter XVI, that they do not take any material 
pait in the financing of industlies, unlike the German oi Conti- 
nental banks in Euiope In that chapter, Me have made certam 
recommendations on the subject 

Development of Deposits and of Banking 

‘538 Eiom vliat has been stated in paiagiaph 535 it Mill be evi- 
dent that the development of commeicial banking depends mainly 
•on the flov? of deposits On a compaiison of the figures of deposits 
of the banking institutions fiom the yeai 1919 to the veai 1928, 
the expel ts M^eie led to diaM^ the infeience that despite the estab- 
lishment of neM’' banks and blanches deposits have not developed 
and that the country accoidingiy is not "bounding Muth untapped 
hanking possibilities" It might appeal, at fiist sight, fiom the 
‘fo?!oM'-ing table of deposits Muth the vaiions classes of banks foi the 
ten yeais ending 1928, that theie is not much scope toi the develop- 
hient of deposits — 


Year 

Imperial 
Bank of 
India 
(Private 
deposits ) 

1 

Exchange 

banks 

Joint 

Stock 

banks 

Total 
of all 
banJcs 

1 

1 



In crorcs of r 

ttpces 


1910 

68 

1 

61 

203 

1920 

78 

76 

73 

226 

1921 

CO 


80 

221 

1922 

57 

73 

65 

195 

1923 

74 

68 

48 

190 

1924 

77 

71 

55 

203 

1925 

78 

7] 

68 

207 

1926 

74 

72 

03 1 


1927 

72 i 

1 

69 

64 


1928 

71 

71 

66 

208 


It is not, hoM^ever, correct to infei fiom these figuies tliul tlie 
banking resouices of India are limited The following factors have 
to be taken into account — 


fD The nnrnbei of pimcipal towns which possessed a bank or 
a branch oi agency of a bank was only J85 in the year 1919 In 
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192G it was 339, showing an inoiease of eighty-three per cent, 
but ne^ ertiieless a \er3^ insignificant increase, consideiing that the 
numbei of towns in India is about 2,300 It is true that the in- 
vestigations of the Piovincial Banking Enquiry Committees indi- 
cate that there is httle hoarded wealth in the countiy held in pre- 
cious metals other than imestments m ornaments and jeweilerj^ 

It IS obvious ho'wever, that the absence of banking facilities at 
most of the uiban centres must lesult in the temporary locking up 
with individual possessors of laige sums oi money which may be 
leqiured for expenditure latei but which, if commeicial banks were 
m existence at such centres, would be made available foi the deve- 
lopment of credit facilities, particulaily to meet seasonal require- 
ments We have not overlooked m this connection the existence 
of indigenous bankers, but it appears from the reports of the Pro- 
vincial Banking Enquiij*^ Committees that it is not the universal 
practice of these bankers at all places in India to accept deposits 
from the public Considermfif the fact that the vast bulk of the 
people live not in towns but m villages the absence of banking 
facilities to the people at large becomes all the more noticeable 

(21 The deposits with co-operative central banks and banking 
unions on 30th June 1930 were Bs 18 J crores Further, m 
spite of various restrictions on investments in the postal savings 
banks and post office cash certificates, the figures of these accounts 
increased from Its 27 crores in 1921-22 to Bs 72 crores in 1929-30 - 
The‘?e facts, together with the increase in Government borrowmgs 
by short-tenn loans and the treasurj^ bills, at any rate, during the 
last few years, indicate the existence of potential banking re- 
sources in India The Committee recognize at the “^ame time that 
to the extent that these 'short -term loans and treasury bills are 
taken up by banks out of deposits, the increase in Government 
borrowings by this method would not be a separate factor 

(3) Although no accurate figures of export of capital from India 
are available, it is geneially accepted that resources which would 
ordinaril}'^ have remained m India have had in recent years a 
tendency^ to be remitted abroad, and this would partly affect bank 
deposits 

(4) The duphcation of deposits has been vei'y much less during 
recent -sears than before, the balances of the exchange banks and 
of the ]omt-stock banks with other banks and inteilending among 
banks being very much less than what they were ten years ago. 
The deposit figures of 1928 would, if these balances were excluded 
throughout the decennium, show a larger increase during the period 
than IS apparent 

(3) The last vears of the decennium were veais of trade dejires- 
sion, while the earlier "vears were of the boom period A statistical 
comparison of the mere figures of total deposits, therefore, does 
not convev a true idea of the position Owung to acute trade 
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depression, a shrinkage in the loans advanced by banks is inevit- 
able, and the figures of total deposits must necessaiily be affected 
to the extent of deposits oi dinar ily created by such loans and 
leflected in the returns foi the years when trade is busk Further, 
it must be lemembeied that the bank failures during the years 
1922 and 1923, particularly the failure of the Alliance Bank of 
Simla, must necessarily cause a temporary set-back Dining these 
two yeais as many as 35 banks failed, then total paid-up capital 
being Bs 469 lakhs, and then sub'^cnbed capital Bs 1,020 lakhs 
Despite these adverse factors, tlieie has been a steady incie'^se m 
the volume of deposits of the banks from the year 1900 to the year 
1928, as will be seen from the following table — 

(Crores of JRs ) 



Imperial 
Bank of 
India 

Exchange banks 

1 

_ . 1 

Joint stock tanks 

Total 
of all 
banks 

1 

Year 

1 

1 

Deposits 

(Private) 

1 

Deposits 
(in India) 

Number 

of 

report- 

ing 

bank? 

1 

1 

Deposits 

Number 

of 

report- 

ing 

baniss 

Deposits , 

1900 

13 

1 

11 

(8) 

8*^ 

(9)* 

32 

1905 . 

22 

17 

(10) 

12+' 

1 

(9)" 

61 

1910 

32 

1 

25 1 

i 

(ID 

26=^ 

(16)^ 

83 

1916 

j 

39 

1 

33 

(H) 

19 

(46) 

91 

1920 

78 

1 

75 

(16) 

73 

(68) 

1 

2,26 

1 

1925 

78 

71 

(18) 

68 

(74) 

2,07 

1928 

71 

71 

(181 

f.C> 

(74) 

i 

2,08 


* Does not include figmes relating to banks with capital and re'^erve of 
Rs one lakh and o\ or b it less than I!': 5 lakhs 


It may be noted that the deposits leceived by indigenous bankers 
have not been included m the foregoing tables owing to want of 
reliable statistics , noi have we foi a similar leason included the 
deposits leceived by ludustiial enterprises like the cotton mills m 
Abmedabad and Bombay 
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630 Having regaid to all the factors affecting the volume ot 
^ieposits, and also to the expeiience ol banks that liave opened 
blanches in the inofussil and succeeded in attiacting local capital, 
•we aie inclined to believe that theie is still consideiable scope 
foi the development of banking, special!} blanch banking, m the 
countiy and foi seeming deposits in incieasing amounts paiticu- 
larly fiom places wheie there aie ho banks at piesent The 
blanches of the Imjieiial Bank of I.idu, foi instance, have been 
veiy successful m laismg local deposits ]n England, partly as a 
lesult of the gieat de\elopment ot bianch banking in lecent veais, 
the deposits of the ‘big five” in 392^ amounted to £1,G66 millions, 
Ol about 34 times their capital and leseives which totalled ^116 
millions The coiiespondmg fignies foi the same yeai of the five 
biggest ]omt-stock banks in India excluding the Impel lal Bank, 
aie lespectiv^elv Rs 49 cioies and Rs 7 cioies 

640 At the same tune we lecogni/e that the establishment of 
a blanch bank ma'\ not always he a lemunerative pioposition 
to the bank fiom the outset We accoidmglj lecommend that 
with a view to encouiagiug the open.ng of blanches by joint-stock 
banks, the Reseive Bank ma\ place, foi the fust five veais, with 
eveiy new bianch opened by an nppioved joint-stock bank at a 
centre wdieie theie is no jomt-stock bank, a deposit of such sum 
on such teims and conditions as it nia} consulei necessai} 

ill It v"ill, hovvevei, be long bef'oie India is provided with ^ 
net-woik of blanches of joint-stock banks PaitR foi this leason 
and paitly to utilize the valuable knowledge and resouic-es of the 
indigenous bankeis, it is necessai} to link up the lattei with the 
Reseive Bank and thus to stienglhen then piesent position am! m- 
ciease then utilit-y, paiticulaily foi the purjiose of providing bank- 
ing facilities m aicas where theie is no bank at present and to 
classes of population whose lequirements aie not geneially cateied 
foi by joint-stock oi co-opeiahve banks The exact method of 
linking the indigenous bankeis with the Reseive Bank has alieady 
been dealt with m paiagiaphs 139 and 110 

512 A complaint has been made m the repoits of some of the 
Provincial Committees that the deposits collected b-^ the com- 
meicial as w^ell as exchange banks at then blanches at ceitain 
mofussil centies aie diveited to then head offices foi investment in 
othei centies at rates of inteiest moie favouiable than those 
obtainable at the place wdieie the mone} is collected It is also 
mged that even duiing the busy season when theie is a demand 
foi funds in these mofussil centres, the capital laised locally is not 
used foi financing local lequnements Such a complaint is, 
howevei often made in othei countries also in a geneial way 
against the jomt-stock banking system and the Bombay Com- 
mittee have refeiTed to a similar complaint made to the Com- 
mittee on Agiicultural Ciedit appointed m year 1922 to enquire 
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into tlie adoguEcj of ciedit facilities available for agiicultui istSf 
in Great Butain The Cential Aieas Committee suggest that 
branches of all banks should be comiielled by law to invest a pre- 
sciibed minimum peicentage of dejiosits and of the pioceeds of 
bills collected by them within rhe specified aieas in which the 
blanches aie located + We are not in favour of imposing any 
such restiictions, as we considei that they will be unwoikable in 
piactice and may opeiate to the disadvantage of the community 
as a whole We tiust that when the Eeseive Bank is established 
it will make it its policy to see that the lequnements of the variou'^ 
paits of the countiy in legaid to banking facilities aie duly met 

543 It has been uiged by some of the witnesses that tlie com- 
petition of the Impeiial Bank of India and of the exchange banks 
in the domain of commeicial banlang is too powerful to admit of 
a healthy giowth of the Indian joint-stock banks It is suggested 
that there should be some lestiictions on the opening of new 
blanches at places wheie the Indian joint-stock banks have estab- 
lished themselves The joint-stock banks are not their selves 
immune from the chaige of crushing competitioii with anothei 
hanking agency Some of the Piovincial Committees lepoit that 
the position of the indigenous banker is weakening owing to the 
competition of the blanches of joint-slock banks established ni 
the pioviiices This is, honevei, a natuial piocess of evolution 
beneficial to the body politic, although affecting adveiselv indi- 
vidual inteiests 

544 The position of the Impeiial Bank of India as bankeis to 
Goveinraent gives it an advantage over the Indian joint-stock 
banks, but its competition with banks is not at piesent acute, 
though accoidmg to certain witnesses it 'is keenly felt Theie la 
no competition at piesent in legaid to bon owing lates and that in 
legaid to lending lates is beneficial to the public It has biought 
down the incidence of inteiest chaiges foi local tiade Similaily, 
the branches have been instrumental m pioviding facilities for 
lemittaiice and assisting in the easy flow of money from one c^iitie 
to anothei as the exigencies of trade reqiiue 

54o In onr opinion it is not adiisable in the laigei interests 
of the country to place any definite lestiictions on the biaimh 
activities of the banks m India In oidei, however, to ensuie 
a well-oideied development and extension of joint-stock hanlnng 
m the countiy, we lecommend lhat any bank desiring to open a 
new blanch in India should he lequiied to obtain the appioval of 
the Eeserve Bank before doing so Licences should be fieely 
granted to the already established branches and it would be the 
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business of the licensing authority to see that Ihe provisions of 
the law and an}' other conditions specified in the licenses are 
complied with 

310 If banks do not find it woilh wdule to open regular branch- 
es owing to insufficient business possibilities, w'e lecommend for 
their consideiation that they should open, in small centies conti- 
guous to places wheie Iheie ate icgular branches of banks, sub- 
offices 01 pait-time blanches which might develop into blanches in 
comse of time We undcisland that this srstem has worked 
satisfactoiily in imal aieas in England The Tmpeiial Itink of 
India has also followed witli siicce^^s this srslem of seiving luiaT 
aieas Within the last few }eais it has opened sereial pav offices 
and out-station offices at small centres of trade Besides three 
local head offices and 1(31 blanches, there are at ]ne<^ent sub- 
agencies, 26 pay offices and 21 out-station offices of the Bank 

‘347 Anothei suggestion woithy of consideration in connection 
with the question of the paring capacitr of blanches is economical 
management It has been stated by a witness that it is one of 
the weaknesses of most of the Indian joint-stock banks that their 
cost of management is dispiopoitionate to then earnings It is 
urged that these banks have been content to be mcie imitations of 
expensive European models and that the management is unduly 
influenced by a false sense of prestige in maintaining larger and more 
expensive establishments than is justified bv the exigencies of busi- 
ness at dilTerent branches It is suggested that these banks should 
aim at combining the reputed efficiency of the European srstem of 
banking with the pi or ei Inal economy of indigenous hankers We 
hare not had anr material before us to form an opinion as to 
whether the Indian joint-stock banks are rain on an extravagant 
scale and rrhether there is much scope for retrenchment It is, 
bower ei, a matter vliich we commend for coi'sidelation to the 
management of the hanks 

348 A oiiggestion has been made tliat Postal Savings Bank& 
should permit deposits being rvithdiawm bv cheques We propose 
to consider this suggestion sepaiatel} in Chaptei XXIY But the 
development of any other banking business by these Sar mgs Bardfs 
IS not recommended at this stage, as it rvoiild make it inoie diffi- 
cult raid less attractive foi joint-stock banks to open branches at 
suitable places It rrould also inter feie rrith the desirable develop- 
ment of the indigenous banker and of co-operative banks Xor 
do rre believe that the po«t office could find, on its present scale 
of salaries, trained men who could be trusted with the work If 
higher salanes uere paid, the operations of the department would 
become pi ohibitivelv costly 

548 We are of opinion that no obstacles should be put in the 
way of mergers among smaller joint-stock banks by stamp duties 
or taxation, and tlia* am existing obstacles in this direction should 
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be removed Foi example, il an amalgamated bank comes nndei 
the supei-tax law, owing to the fusion of individual banks which 
were fiee liom such an impost, an exemption fioin supei-tax foi 
41 limited pciiod is lecoinmended The question whelbei theie 
should be any contiol ovei a bank seeming a majoiity owneiship 
of another bank’s shares* is dealt with in Chapter XXV 

Distribution of CoTiiMERcnL Credit Loans by Banks 

550 HaMiig sur\eyed the situation a', regards the inflow^ of 
hanking resources, wm may now examine the distribution of com- 
mercial credit The advances given by commercial banks fall 
under three classes (1) advances against tangible and marketable 
security lodged or iiledged with the lender, (2) clean advances 
against personal credit wnth a second signature to the pro-note, 
and (3) clean advances against the personal credit of the borrower 
only In India advances are mostl}' of classes (i) and (2), while 
in nestein conntiies, with liighly developed banking systems, 
advances of class (3) occup) an important place 

551 Twe-name boi rowing is a method of raising funds encour- 
aged by bankers in India A promissory note endorsed by a shroff 
-or shroffs, or by a managing agent or a him of agents, is one of 
the securities beloved of bankeis In Chapter XVI we have 
referred to the piactice of requiring the signature of managing 
agents, even in case of advances made on the hypothecation of 
afcocks The hwidi whicli is still largely in vogue among merchants 
in India, thougli its use lias considerably fallen off, is also in elfect 
a two-name paper Considering the volume of trade and the 
financial accommodation required by the merchants, the quantity 
of tMO-name paper acceptable to banks is, howevei, limited, so 
that the loans made by the banks on the security of such paper 
forms only a small pioportion of the total accommodation 
allowed bv them The bulk of the credit is based on the tangible 
secuiity of valuable assets such as bonds, shares and immovable 
propel tv 01 on the 'security of meichand.se deposited either in the 
bank’s godowns or in the godowiis of the borrower under letters 
of hypothecation We have heard in evidence that merchants and 
shrofjs wlio combine trading with banking have a great aversion to 
the pledge of stocks It is, liowevei, a hopeful sign for the future 
fliat such prejudice is now slowly dying out 

552 The most favourite mode of borrowing is the cash credit 
account under vhich an advance is allowed against a promissory 
note signed by the borrower and secured by hypothecation of 
stocks Under the cash credit system inteiest is paid bv the 
boirowei only to the extent to wdiich the credit is availed of from 
dav to day and he can reduce his obligation at any time subject in 
some cases to a minimum interest clause, by which is meant that the 
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liank would clia^'ge its client inteiest on a minimum amount whicn 
IS generally about one-half of the maximum limit of the drawing, 
po^^el allo^^ed to the bonowei by the bank Similailj , the bank 
can cuitail or withdiaw the faciinae'^ at any time, should it bo 
necessary to do so It has thus advantages for the borrov ei as 
well as the lendei We aie mfoimed, howevei, that the popularity 
of the system, stands in the way of development of bills and 
acceptance ciedit We deal with this aspect of the question in 
Chaptei XXI 

5d^ The piincipal leason foi the dilleience between the prac- 
tice of banks in India and in western countiies to wdiich we have 
lefeiied m paiagiaph ojO is the tiadition established bj the old 
Presidency Banks, and latei followed by the Imperial Bank ot 
India, based on the lestiictions imposed upon them undei the 
Acts governing then opeiations This tiadition, which has been 
followed by other joint-stock banks and has been leinfoiced by the 
provisions of the Indian Companies Act, lequiies that foi the pui- 
poses of the balance-sheet a bank’s advances should be classified 
as seemed and unsecuied and shown sepaiately in tlie balance- 
sheet The granting of unseciuod loans on piopcily apjnaned 
credit, instead of being legaided as ideal banking, is actually re- 
garded bv the sh.iieholdeis as making foi lack of safety foi the bank 
and evidence of unsound banking In tlie foi in of balance-sheet 
which we aie lecoinraending in Chaptei XXV. it will not be neces- 
san to show sepaiatelv nnseemed loans on poi^onal credit and we 
hope that this change will help to lemove the piejudice against this 
form of loans 

554 Othei reasons foi the differ ence in practice mentioned 
above aie — 

(a) the absence of touch and the kick of knowledge result- 

ing theiefiom between boirow^ers and lendeis in the 
pimcipal money maiket centies, 

(b) the absence of the policy of ‘one man, one bank’ which 

obtains in western countiies, 

(c) the practice m India which has been mateiially assisted 

by, and has in its tuni fostered, the managing agency 
system, and, 

- (d) the absence of institutions like ‘Seyds’ and ‘Buns’ foi 

supplying mfoimation about the financial standing of 
boiiow'eis 

Need for a ^iore progressive policy 

555 We consider that banks in India generally should adopt, 
au fai as po'^sible and consistently with safety, a moie progressive 
polic’^ in the niattei of granting clean advances on the personal 
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credit of borrowers In oiii opinion, the cJiange will be facilitated 
D} the growth of the piactice ‘one man, one bank’ It is gener- 
ally assumed that a clean advance on a single-name pro- 
missory note, unsecured b}’^ collateral, is less secure than two- 
name or collateral paper In practice, however, clean loans on 
personal credit of an individual of undoubted means and character 
turn out to be just as sate and satisfactory as any other On the 
principle that m number there is strength, the banker in India 
usually likes to have collateral security In the case of bazar 
discounts, however, although there ina} be more signatures than 
cne on the paper discounted by him, he invariably looks for pay- 
ment only to the regular customer who presents the two-name 
or collateral paper to the bank, namely, the endorser The ordi- 
nary drawer of the note oi bill is often unknown to the bank Thus 
jir a large number of cases the basis of ciedit is the banker s con-, 
fidence in the individual customer, but such confidence in turn has 
Its foundation in a knowledge of the boiiowei’s peisonal integiTy 
as well as his financial standing and Ins ability to liquidate the 
lean at the proper time It is, theiefoie, on the accuracy of the 
b.iiikei’s knowledge in this respect that the pio&pects of recovery 
of loans depend So long as trade and industrv were conducted 
on a relatively small scale and so long as there v\as an intimate 
t('uch between the banker and the borrower, the banker’s personal 
rmpressron, coirfunied by bazar reports, formed a fairly accurate 
basis of loans With the growth of large .scale enter prrses and 
increase in the number of business concems, the banker cannot be 
expected to maintain such close personal touch with the boriowei 
It IS, therefore, incumbent upon him to supplement his general 
knowdedge by -reliable information obtained through other sources 
Organized agencies for supplying information concerning the 
financial standing of boiioweis have not yet been started in India 
In England Seyd’s, and in America Pun’s and Bradstreet’s, are the 
principal commercial agencies which render such information 
available to banks They collect data concerning the standing 
and credit positron of corporations, firms and individuals and ‘’upply 
the information to their members and subscribers The service 
primarily consists of reports on parties about wdrom the subscriber 
makes an inquiry and ratings of capital and credit of practically 
every business concern in a particular country With new con- 
cerns springing up from day to day, it is impossible in practice to 
furnish up-to-date information concerning all establishments, but 
the information collected by these agencies and revised from time 
to time forms an important means of verification in most cases, 
and upon request the agencies also furnish special and up-to-date 
reports to then customers We understand that individual 
banks in India at present maintain special establwhments for 
obtaining information in regard to their customers We lecora- 
mend that the problem of pooling this information and organizing 
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some system of collecfeing leiiable infoimution, a system' suited to 
the needs of Indian customers and conforming, as much as possible, 
to Indian custom should be studied by the banks and the Bankeis’ 
Association proposed by us 

Sob The most important source of credit information is, how- 
ever, the balance-sheet oi financial statement furnished directly by 
the boiiowei It has been brought to our notice that the borrower 
in India is reluctant to divulge fieely to his banker his financial posi- 
tion It IS not necessaiy for us to examine the question whether 
the desire to maintain such secrecy is cherished in India to a greater 
degree than in western countries The Managing Goieinoi of the 
Imperial Bank of India, on being questioned as to the difiicnlty 
which, we were told, hampered banks in India in this i expect, 
obseived that the information necessary to conduct a satis- 
factory banking business in India was available in the great majority 
of cases if the coirect method of obtaining it "were followed He 
added that the success or failuie of the efforts to obtain the in- 
formation must depend on the ability with which the banking busi- 
ness was conducted We find that the banks that require financial 
statements before entertaining applications for loans generally have 
no difiicultv 111 obtaining them from borioweis We are, therefore, 
inclined to think that wdieiever banks in India lequire infoima- 
tion about the financial position of their boiroweis, they lind no 
difficulty in obtaining the same if they can maintain the proper 
touch with their clients 

5f>7 Another method of obtaining credit information is the 
direct interchange between banks of then personal kiiowdedge and 
experience relating to common customers Such an interchange of 
mfoimation is not uncommon among the banks in India, lint it 
appears to us that in this as in other matters more fiee and full 
co-opeiation is nece-^saiy We refer latei to the foi matron of a 
Bankers’ Association to promote such co-opeialion 

Other defects in existing \rr\ngeiuents 
(i) Absence of bills and bank acceptances 

558 One of the most important defects in the present mecha- 
nism of commercial banking m India wdnch stands in tlie way of 
the development of credit facilities is the scarcity of tiade bills and 
the absence of bank acveptances We liaic dealt wnth the latter 
in Chapter XVII We shall deal with the former in Chapter 
XXI 

559 Owing to the scarcity of bills, commercial banks in India 
impest a relatively large piopoition of then lesources in gilt-edged 
securities as compared with bills In Chapter XX some statistics 
have been given relating to the London dealing Banks for 1928 
and in Chapter XXI certain statistics have been given for the °ix 
important Indian joint-stock banks for the same year It will be 
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•seen from these that while the total investments of the Indian banks 
amounted to Es 20 cioies against total advances aggregating Es G3 
cioies, the coiiesponding fignies foi the English banks amounted 
to ^259 million and iG945 million lespectively It is hoped that 
the position will improve with the disappearance of the present 
depression in tiade, the establishment of a Eeserve Bank and the 
development of a bill-maiket in India The mattei is dealt with 
further m Chapter XXI 

(ii) Development of cheque habit and use of vernacular scripts 

560 Latei on in chapter XXIV we have dealt fully with the 
question of the development of the cheque habit and the pait 
which banks can play in this matter One of the factors retarding 
the piogress of banking in this country is the paucity of peisons 
able to read and write English, this being the language in which 
all oiganized banks carry on their business Cheque-books and 
pass-books aie punted in English and only a few commeicial banks 
lecognize cheques and signatures inscribed in the vernacular scripts 
All the Piovincial Committees have lecommended that the banks 
should fieely allow the use of the local vernaculars The mam 
■scripts aie 13, as noted below, and two to four sciipts would have 
to be recognized in each province 

(1) Assamese , (2) Bengalee , (3) Burmese , (4) Devnagrr , 
(5) Gujerati, (6) Gurmukhr, (7) Kanarese, (8) Mala- 
yalam , (9) Modi , (10) Smdhi , (11) Tamil , 

(12) Telugu , (13) Urdu 

There can be no question that the extension of banlang facili- 
ties for borrowing and saving will be facilitated by the use of 
vernacular scripts in the various fields of banking including 
cheques, pass-books, and paying-in slips The Bombay Pro- 
vincial Conimittee state that banks sometimes require account 
holders, unable to write English, to sign blank cheques in advance 
in the vernacular, in the presence of bank officials, it bemg left 
to the account holders to fill in blanks as regards date, name and 
amount as necessity may arise, and that the customer is generally 
asked to indemnify the bank against the loss that it may be put 
to owing to any negligence on the part of the customer in legard 
to the custody of such cheques The Committee point out that 
such restrictions on the use of the vernacular script must 
involve serious inconvenience, risk and hardship to the deposi- 
tor We are of opinion that any such restrictions are likely to 
defeat the ob]ect in view m recognizing the use of the vernaculars, 
namely, an increase in the clientele of the banks We revei fc 
to the question of the extended use of the vernaculars, with a view 
to popularizing the banking and investment habit, in Chapter 
XXT^r 
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(]]]) Lcqal hindrances 


561 The de\ elopment of the ocdit system depends not only 
upon tlie gionth of business and ti'e bu'^mess lelation of the banker 
and the businessman, but also on the efliciency of a legal system 
designed to ‘safeguard the lights of individuals and to enforce a 
prompt fulfilment of contracts Credit at reasonable rates would 
be impossible if the lendei has to insure against legal impediments 
and iisks of unfaii tieatincnt in law couits In the following Para- 
Graphs y.e shall deal with ceitain legal hindrances in the way of 
de\clo]iment of ciedit facilities in India to yhich our attention has 
b'^en diawn from vaiious quaiteis 

5C'd The Piovmcial Committees have called attention to several 
legal difficulties experienced by banks AVheie piopeity is trans- 
ferable without any legal oi cu'^tomaiy impediments, it foims a 
sound and valid secuut-y, but nheie there aie in opeiation legal 
enactments placing impediments against such tiansfers, various 
coinj'hcations arise m connection nith the bankei’s ad\anccs to Ins 
(iistomei The difficulties as regards land tenures and the proii- 
sions of the Land Alienation Acts. have been dealt nith bv us in 
Chaptei X Here, ve ‘should like to refei to certain othei difficul- 
ties ausmg 111 connection with the advance'? made bv commercial 
banks to their customers on the ‘•ecuiit\ of immovable property^ 
Certain Hindu as veil as Muharamedaii laivs and customs lelating 
to succession and transfer of lights put serious obstacles m the 
way of bankeis m this country proiiding financial accommodation: 
on the secuiity of what is oidinaiily considered to be a noimal and 
reliable bank security Foi instance, m a joint Hindu family 
governed bj' the Mitakshaia law' all the members acquue a light in 
the ancestial pioperty by birth and the acciual of that right dates 
from conception, so that tlieie is alwa 3 ’s the possibility of havmg^ 
a transaction impugned by a person who at the date of transaction 
was not born In order to charge a joint estate, it is necessar}’- 
that all the members of the family should join m the execution of 
the deed or should give then consent, oi it should be made by the 
head of the family m his capacity as larta or manager The 
powers of the harta aie, however, strictly limited and a charge 
created by him is binding on the family piopeity onlv if the loan 
is taken for a purpose necessary oi beneficial to the farail 3 or is nr 
discharge of a lawful antecedent debt If a banker w'lio grants a 
loan on the becurity of the joint estate files a suit to enforce the 
charge, the burden of proof that before he made the loan he satisfied 
himself that the loan was taken for purposes binding on the family 
hes on the banker This and several other difficulties must dis- 
couiage a banker m accepting property belonging to such families 
as a bank securitj' 
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Similarly, in the case of Muliammedan customeis the banker 
IS confronted with doubts and difficulties A Muhammedan has 
the customaiy powei of mformally binding property by verbal 
wakfs or trusts, and the defence in certain cases in a moitgage suit 
against a Muhammedan is that the property mortgaged was in fact 
the subject of leligious endowment Besides, a Muhammeclaii 
cannot dispose of by will moie than one-third of his property with- 
out the concuirence of his heirs, his hens on his dying intestate, 
have, therefore, to be traced to the thud generation in the ascend- 
ing and descending lines 

From the purelj^ banking point of view the time has, in oui 
opinion, ai lived when the Hindu law and the Muhammedan law 
should be reviewed in the light of recent experience, and steps 
should be taken as eaily as possible to remove the impediments 
which now stand in the way of immovable property belonging to 
a Hindu oi Muhammedan family being accepted by bankers as 
a noimal securit}^ We lecognize, howevei, that other considera- 
tions may be involved, and we must accordingly leave it to the 
Governments concerned and then legislatures to weigh the various 
consideiations involved and determine what action should be 
taken in the matter 

5o'' 5 For temporary loans, mortgages created by a simple deposit 
of documents, without any mortgage instrument or registration, 
aie a great convenience to the commercial community as well 
as to banks Such an arrangement saves consideiable amount 
of time, trouble and expense in registration and it also avoids 
publicity Undei Section 58 (/) of the Transfer of Property Act, 
however, equitable mortgages can be effected, only in Calcutta, 
Madras, Bombay, Karachi, Rangoon, Moulmem, Bassein and 
Akyab and in any other ^own wdiich the Go-vernor General in 
Coun^i! may, by notification in the Gazette of India, specify 
There is good reason foi this restriction, as it w^ould be dangerous 
to extend such facilities to places where people aie illiterate and 
backwaid The Act, how'’evei, recognizes that the facilities could 
be giadualty extended to commercial centres where people are 
more advanced Accordingly, some of the Pro-'uncial Committees 
iia\'e recomrfiended that the prowsmns of the Act relating to 
equilable mortgages should be extended to other important centres 
of tr.ide and commerce (both internal and port towns’) throughout 
India We concur in this recommendation 

564 In view of a recent lulmg by the Bombay High Courl in 
connection with beaiei instruments of credit it is now incumbent 
upon banks and business houses to examine all endoisement? on 
bearer cheques The practice that w^as in vogue before w'as bised 
on the principle “once a bcaiei always a beaiei”, but it was held 
by the High Court that the character of a negotiable instrument 

7 3 



388 


OHAPrEIl SIX 


{vhich was dra^vn payable to bearer in the first instance could be 
eftectively altered by any subsequent endorsement A Bill was 
theieupon mtioduced in the Legislative Assembly on 2nd Septem- 
ber 1929 to provide that negotiable mstruments, including cheques 
ctnd bills of exchange which are expressed on the face of them as 
aiawn to bearer, should not in any ciicumstances lose through 
endorsement their character of beaier instruments The Bill was, 
howevei, rejected, as, among other reasons, it was cbnsidered desir- 
able to await the recommendations of oui Committee in the matter 

The question has since been fully considered by the Provincial 
Committees and some of them have recommended that the Negotia- 
able Instiuments Act should be amended so as to provide that 
cheques originally drawn to bearer would, despite any endorse- 
ment, retain their character as bearer instruments We concur 
in this recommendation We also approve of the recommendation 
made by the Madras Committee that any holder of a cheque should 
have the light to alter the character of the cheque from “bearer” 
to “order” on the face of it and that the alteration should be 
supported by the name of the aiawer or holding endorser who 
makes the alteration It should not, however, be altered by 
endorsement on the back of the cheque We further recom- 
mend that hundis which are drawn m the form of cheques should 
be treated similarly We are not, however, in favour of interfering 
with the existing practice in legaid to other hundis and do not 
recommend that the principle “once a bearer, always a bearer” 
should be made applicable to such hundis 

56‘'i It has been represented to us tEat banks need protection 
against frauds in connection with goods which they allow to remain 
in the custody of boriowers In such cases a document known as 
a trust receipt is signed by the borrower who theieby binds himself 
to hold the goods in trust for the bank It is an arrangement 
very convenient to the commercial community and is largely 
availed of Owing, however, to a recent decision of the Madras 
High Court which arose out of a prosecution instituted at the 
instance of the Central Bank of Inrtia against two groundnut ex- 
porters m Madias, it is feared iii banking circles that there are 
difficulties in the way of successfully piosecuting the executants 
of trust leceipts witliout proving actual loss to the bank or likeli- 
hood of loss arising from their fraud We are not in a position to 
examine the details of the commeicial piactice and the legal inci- 
dence attached to these tiust receipts and are unable to pronounce 
an opinion as to whether any, and if so what, protection in addi- 
tion to that already given by the existing piovisions of the law is 
necessary and whether any lemedy suggested may not lead to other 
legal difficulties We, however, suggest that the legal position as 
regards this matter may be investigated by the legal adyisers of 
Government and such action taken as may be considered necessary 
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Ee^httance Facilities. 

506 Oho of the essential semces which commeicial banks aie 
expected to lendei to the public is to tiansmit money fiom one 
centie to anothei quickly and economically The late chaiged for 
internal leimttauce by the linponal Bank of India is one anna 
per cent on sums above Es 10,000 In case of telegiaj)lnc tiansfeis 
the telegiam chaiges aie added The joint-stock banks aie allowed 
a concession late of half an anna pei cent foi sums of Es 10,000 
and over for tiansfeis of funds between their blanches The lates 
chaiged by the jomt-stock banks to then customers vaiy accoiding 
TO demand and supply The cost of internal lemittance in India 
IS, howevei, accoiding to the infoimation supplied to us higher 
than in othei countiies and we lecommend that it should he 
1 educed as fai as possible wnth a \ie\v to a bettei utilization ot the 
lesouices of the coiuitiy and a loweiing of tlie lates of inteiest 
generally thioughout the countij It i'^ undei stood that in Canada 
mteinal remittance is allowed fiee bv b’anks between places conti- 
guous to one anothei , say within about 300 oi 400 miles and that 
only a small chaige is made if the distance is gi eater The chaage 
for lemittance in Ja^a is only 1 guilder foi lemittance of 1,000 
guilders oi above iiiespective of the amount It may be expected 
that wuth the facilities affoided by the Eeseive Bank, wdien it is 
establifahed, the commeicial banks will be in a position to olTei still 
bettei tcims foi lemittance If tiansfeis of money for membei 
banks and bankcis wcie made by the Eeseive Bank fiee of cost 
as a national seivice, ir would, w’e think, have a good influence on 
tlie equali/ation of interest lates thioughout the counti^ It wnll 
peihaps be notqiossible in the beginning to forego the charge, but 
it might be possible to do so at a later stage In this connection 
we should like to call attention to the following observations made 
by the Eo^al Commission on Indian Cnriency and Finance em- 
phasizing the need foi the extension of cheap remittance facilities • 
'Tn anv scheme of banking lefoim that may be planned, 
w'c tnist tliat due emphasis wull be laid on the pio- 
Msion and extension of cheap facilities to the public, 
including' banJes and bankeia, foi internal lemit- 
tance 

In the meantime w^e consider it desirable for the Tmpciial Bank 
of India to leduce the lemittance cost to the public by extending 
the l.ah-anni late foi icmittance of Es 10,000 and above to tians- 
feis bciw’een any tw'o banks 

The co-opeiative societies aic the most suitable agency foi the 
extension of lemittance facilities to luial areas We have already 
dealt wnth then difficulties and grievances in this lespect and made 
our recommendations in Chapter IX 

* Report of 'tho Rovnl Comm.ssion on Tnrhnn CnI^cno^ niid Finance, 1026, 
paraRTnph 215 
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WA^T OF I^TER-BAN1C CO-OPERATION 

567 It may be expected that the estabhsliment of a central 
banking institution will promote regular business relations between 
the different types of banks, including indigenous bankers Some- 
thing more is, ho^e\er, essential to bring about closei co-operation 
among them They seldom meet to discuss matters of common 
interest, or to agiee upon lines of co-opeiation which could bring 
about an impiovement of standaid, eliminate elements of w^eakness 
or foster the combination of smaller banks with larger units We 
are tneiefore, lecommending in chapter XXIII the creation of an 
All-India Bankeis’ Association, and foi further details we invite a 
lefeience to that chaplet ‘ 

Future of Indivn Joint-Stock Banking. 

5b8 The chequered histoiy of joint-stock banks as buefly depict- 
ed in Chapter II, togethei iMtli the difficulties they have experienced 
and aie expeiiencing as biought to oui notice in the evidence of 
oui witnesses, shows that the pioblcm of the development of joml- 
stock banks is one wdiich desei \ es the fullest and most sympathetic 
consideiation by Go^elnment On the one hand the\ aie looked , 
upon as dangeious iivals by the indigenous bankeis and \)n tlie 
othei they tiequently find themselves in opposition to tfie old 
established exchange banks and the powerful Impel lal Bank of 
India Placed in this position, therefore, they have been called 
the Cindeiella of the Indian banking system and ha\e only been 
able to exist amidst bickeiings, suspicions and cut-thioat competi- 
tion DespJe all difficulties, Indian jomt-stock banks have shown 
considerable stamina, and wdiile the w'eaker banks have failed to 
survive, others have made creditable piogiess For example, 93 
institutions with 300 branches in 3921 have expanded their sphere 
of influence and there w^eie 133 banks wuth 421 branches in 1928 
This expansion in face of adverse factois reflects the persistence 
and enteipiise of the founders and management of these institu- 
tions, and it IS oui desiie that the efforts which have been made 
in this sphere of Indian banking should be recognised both by 
Government and by the Keserve Bank m due course It may 
perhaps be stated that oui proposals in this chapter aie not very 
constiuctive and will not be of an^ great practical benefit to the 
joint-b*^ock banks, but we must emphasize that the remedies must 
come largely from within Joint-stock banks can leain much 
from then rivals on both sides , thev must incoipoiate tire economy 
and adaptabilitv of the indigenous bankers with the efficiency and 
modem methods of the western instuunons It is a tiuism to say 
that the foundation of successful ban! mg is good bankers, and yet 
the fact is sometimes overlooked With good bankeis foithcoiiiing 
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the next step is the elimination of unhealthy competition and the 
substitution of a spuit of co-opeiation and joint action where such is 
in the common inteiest We lecommeud elsewheie the foimation 
of an All-India Bankeis’ Association which should have as one ot 
its mam objects the foimulation of conventions and Vvoikinc; piin- 
ciples which will picAcnt oveilappmg and what we have cahed un- 
healtliA competition We haAe al'-o suggested that the expansion 
of blanch banking should be undei the guidance of the Ee=eive 
Bank Othei methods by wdiich tlie dexelopment of the jomt- 
■stock lianks nui'^ be a'^sisted may lie devised by the Keseive Bank, 
and we stionglv leel that then inteiests must be steadily borne in 
Jiiind bv the authoiities ot that Bank when B comes into being 
In the meantime A\e feel that the credit opeialions of Govemment 
should be arianged as fai as possible so is to cause the mimmum 
of diffieultv to such banks eithei in the way of putting up the 
puce of ciedit oi of depreciating the lalue of the leseiie as’-ets of 
such intititutions 

50*1 The lemoval of hindrances by law can do no more than 
create a healthy atmosolieie for the development of banking But 
the attainment of the desuable lesult, vtz , an adequate development 
<if barking on the correct hues, depends essentially on the private 
imtiatne which the necessaiy '^gislatne measuies are intended 
to jiromote The leal pioblem m lelation to commeicial lianking 
in this country, wdiich must be icgaided as one of paiamouni im- 
portance, IS the veiy scanty dex^elopment hitheito attained itj this 
line of banking business in India This development is essentially 
(dependent on the extent of piivate enterpnse that may be dnected 
to banking business And w'e cannot too much emphasize the need 
foi a systematic piopaganda that sjiould be earned on to infuse the 
necessaiy optimism and initiative among the enteipiising sections 
of the public While the measures juoposed by us have a parti- 
ciilai bearing on the qualitative aspect of commeicial banking, 
the need foi fhe development of its qiianfitative aspect is also 
•equally imperatne As has been previously stated, there were 
in 1928 only 339 towms in the wliole of India seived by either a 
bank oi branch oi an agency of a bank This numbei of 339 
against the total number of 2,.300 town., stiongly points to the 
need of expediting the expansion and piogress of commeicial 
hcinlung in this countiy 

Points of diffrrencf wtth Foreign Experts 

570 In then leport the foreign experts state that in so far as 
•oui conclusions could lead to the xiew’^ that the commercial banks 
failed to pi (Wide the country with banking facilities wduch could 
aeasonablv be expected, they cannot agiee with us W’e should 
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]]ke to point out that there was notlnng in our ptovisional conclu- 
sions, which they had befoie them when they wiote their report,, 
that would justify any such inference On a study of the figuies 
of deposits received by the banks fiom tiie yeai 1919 to 19?8 the 
expeits w>'ere led to diaw the inference that deposits had not deve- 
loped and that the countiy Avas not “bounding vith untapped 
banking possibilities ’’ We, theiclore, consideied it necessaiy to- 
leview the situation as legaids deposits and to jioint out that having- 
legal d to all the factois influencing the development of deposits, 
it would not be coirect to infer that the banking lesources of India 
were limited and that theie w'as (onsequently no scope for the 
development of bianch banking 

511 T1 e only othei point concerning commercial banking in 
legaid to which the experts ha-ie lecoided then dissent from our 
conclusions refers to the absence of touch and the lack of kno-udedge 
resulting theiefrom bet-ween boiioAveis and lendeis The expeits 
state that although om conclusions did not cleaily indicate the 
defects fiom wdiich the absence of touch and lack ol knowledge 
oiigmate, they gathered fiom then discussions wuth us and fiom 
oui provisional conclusions that it was the banks in the piincipal 
inone}' inaikets that, in om opinion, -vs’eie mainly responsible for 
such defects We should like to point out that our suggestion that 
the banks wuth the assistance of the Bankeis’ Association proposed 
by us should co-operate with a view to collecting and pooling leliablc 
infoimation regaiding the credit position of their Indian customeis 
and confoiming as much as possible to Indian custom was not 
intended as a ciiticism of the banks It is intended merely to 
stress the desn ability of better co-opeiation betw’een the banker 
and his customer in this lespect and to suggest the means by which 
then credit opeiations can be facilitated and developed 

It -was not our intention to diaw any corapaiison between the 
attitude of the Indian bank customeis and those in w^estern coun- 
tries, but the expeits have dia\vn a compaiison They observe that 
a gieat diffeience exists betw^een the attitude of the two classes cf 
customeis and that seciecy about business aflaiis seems to be much 
more cherished in India than in othei countiies Such an infei- 
ence, w^e aie constiained to observe, cannot be drawn fiom the 
mateiial placed before us Some of the witnesses, no doubt, made 
such a statement, but the fact is, as stated by the Managing Govei- 
nor of the Impel lal Bank of India, that banks following the conect 
method of obtaining information find no difficulty in getting it 

57 In their observations concerning Begulation of Banking- 
the experts lefei to our provisional conclusion regarding the inad- 
yisability of placing restiictions on bianch activities as being in- 
consistent with the recommendation made by us to make the open- 
ing of new blanches of banks dependent on the approval of the 
Beserve Bank Our position is that wdiile we are not in favour 
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of the imposition of any specific restrictions on the opening of new 
branches by banks, we consider it desirable to ensure a systematic 
expansion of branches undei the geneial supeivision and control of 
the central banking institution of the countiy We have expressed 
the opinion ihat licences should be freely granted and we take it 
that nonnally the Reserve Bank \^ould oftei every cncouiagement 
for the extension of blanches The experts themselves recogmze 
that if the Reserve Bank were made the licensing authoiity, it 
“would handle the system m a sound and impaitial way” They, 
however, lecord then dissent as regards the reasons given in justi- 
fication of the lecommendatioii, particularly the reason that such 
control is partly necessary in the interests of depositors This- 
paiticulai aspect of the question has been dealt with by us iiu 
Chapter XXV 
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CHAPTER XX. 

THE BANKING SYSTEM \ND THE MONEY MARKET— 

(could ) 

TIbl\tions LmwHLN Tin ^ \uious TAins 01 iitn I\Dl^^ Bankim. 

S\sii:m 

J73 IldMiiff desciibcd tlic component paits of tlie banking 
system in some ddml, i\e now proceed to consider the relations of 
the several parts to each othci and to the money rnaiket The fust 
thing that stiikcs the obseuer is the absence of a central co- 
ordinating agency in the Indian Banking hvstem in tlie absence 
of such an agency, the linpciinl Bank of' India jilays the lole of 
a bankers’ bank Thcie is no legal piovision compelling the other 
banks to maintain minimum balanees vith it, although the c\- 
change banks and important joint-stock banks m piactice keep 
the majoi part of then cash balances with it The Impeiial Bank 
of India lendeis \aluable seivice to iho oidin.irv joint-sioclc banks 
by giantni" loans against the secuiity of Go\ eminent paper rt 
Bank latc, although the i datively high level of the Bank lato or. 
occasions detracts considerably from tins faclht^ Oumg to the 
•special privileges enjo-ved by the Impenal Bank of India as the 
Go\einmcnt bankei, the joint-stock banks look upon it more as 
an unfair rival than as a fiiondh co ndjiitoi Some of the joint- 
stock banks also legaid the foieign exchange banks as foimidable 
rivals on account of their laigc resoinces and then ability to attiactf 
deposits at more favouiablc lates of inteiest than the joint-stock 
hanks themselves The penetration of the foioign exchange banks 
into inland business both at the jioits ind in the mteiior is also 
natuially looked upon In the Indian banks as an encroachment 
ujxm the- latter’s piopci field of aitmtics As legards the co- 
opeiative banks, the primary societies have no contact with credit 
agencies other than co-opciativc The proMncial and central 
co-operative banks, however, keep small cm lent accounts xsith the 
Imperial Bank of India and some central banks have similar 
aiiangemeiits with other joint-stock hanks The pioMncial banks 
have also cash ciedit facilities with the Imperial Bank of India 
•and an arrangement for oveidrafts, but the latter has recently 
insisted that in such cases the existing cover for the cash’ 
•credits in the foim of demand piomissoiv notes of piimary 
societies should be leplaced bv Government secuiities There 
is a glowing feeling among the jomt-stock banks and the 
Imperial Bank of India that the co-operative banks are beginning 
to compete with commeicial banks and indigenous bankei s in forms 
of banking wdiich aie outside co-opciation, c q , opening curreni 
'accounts, pm chasing diafts and selling lemitfance, e^c The co- 
'operative banks have no relations with the indigenous bankers and 

( 391 . ) 
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The chief source of supply of funds to the banks is cuirent and 
deposit accounts The banks do not pay interest on iaige portionb 
of the balances, left with them on curient accounts, but they pay 
inteiest on time deposits which is geneialh 2 pei cent below the 
Bank Bate Besides cash, the mam items of liquid assets are 
bills discounted and money at call and shoit notice Of the sum 
of £14.0 millions lent at call and shoit notice, about two-thirds are 
lent to the discount maiket against bills accepted by first class 
banks and finance houses in the City of London These loans are 
either made for the night oi for a week, and the latter class of loan 
caiiies interest at piesent at 1 pei cent below the Bank Bate The 
interest charged on ovei-mght loans is comparatively low The 
rate for 7 days’ loans to bill-brokers is called the market rate for 
loans in the money market The fund'? available with the biU- 
biokers for discounting bills consist of funds obtained from the 
London Money Maiket, i e , money lent at call or short notice by 
all the deposit banks and amounting in all to about £150 to 18T 
million, and of fuither resources placed at then disposal by other 
lenders such as the finance houses and merchants The lemamder 
of the money at call and shoit notice other than that lent to the 
discount maiket, is loaned by them to the stock exchange and for 
the financing of stock bought by speculators which have to be 
settled for fortnightly in the stock exchange maiket If owing to 
any reason the banks are unable to lend the discount maiket all the 
money needed to finance the bills, the bill-brokers obtain accom- 
modation from the Bank of England either by discounting approved 
bills at the Bank Bate, which is the official minimum rate, at 
which the Bank of England will discount bills, or by way of loans 
from the Bank of England at pei cent above the Bank rate 

576 The following statement gives a clear idea of the lelations 
between the various money rates ruling in the London Money and 
Discount Markets 



Mai ch 

5, 19 n 

March 

12, 1931 

March 

19, 1931 

March 

20, 1931 

Bank Rate 

% 

3 

0/ 

/o 

3 

9/ 

/o 

3 

3 

Banks’ Deposit Rate 

1 

1 

1 

1 

Clearing Banks’ Rate for 
Money at Short Notice 

2 1 

2 

2 

2 

Market Rate (3 months’ 
bills) 

2§ 

2& 


2f„~ 
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577 We may now deal with Indian conditions There is no 
fixed relation between the rate paid by banks on deposits and the 
Imperial Bank late As legaids the distribution of the total 
assets of the various banks, the effects of stock exchange operations 
vary in different centres Probably m Bombay they assume 
greater importance than in Calcutta Normally, however, they do 
not constitute a factor which is considered of serious importance 
The holdings of bills have never been on a large scale, and such 
bills as have been puichased have been looked upon as a definite 
investment and there has rarely been any question of lediscouniuig 
them In the ease of foreign bills m connection with external 
trade, those representing exports have at once to be sent out of the 
- country for acceptance and are placed, if necessary, on the London 
Discount Market, while those representing imports are held by, 
the banks till maturity under an interest clause This point 

has been dealt with more fully in Chapter XYII In the case 
of inland bills lepiesenting movement of goods internally, these do 
sometimes find their waj into the portfolio of the Imperial Bank 
of India through indigenous bankers or slirojjs But m the absence 
of proper warehouse receipts it is difficult to distinguish inland 
trade-bills from finance bills and tlieie is no regular organized 
market on a large scale for dealings in such bills 


The Bank Bate and the Different Money Markets 


578 Now let us see what Bank Bate means m India The Im- 
perial Bank Bate, though quoted in financial journals along with 
the bank rates of the Central Banks of other countries, has a 
diffeient significance from those rates Whereas the bank rates of 
Central Banks usually denote the lates at which first class trade bills 
can be discounted at the Central Bank, the rate published by the 
Imperial Bank of India denotes the rate at which it is prepared to 
grant demand loans against Government securities Prom the 
banking point of view it is obvious that this form of security must 
be at least as acceptable as trade bills and one would therefore 
expect the offical rate of the Imperial Bank of India to be the lowest 
late at which credit can be obtained An examination of the follow- 
ing table will show that though there is an intimate connection 
between the Imperial Bank Bate and the Imperial Bank Hundi 
Bate, which is the rate at which it will discount or re-discount 
first class bills of 61 days’ date, the latter has sometimes been 
highei and sometimes lower than the official bank rate The table 
illustrates further the differences between the “Bazar” rates, the 
inter-bank call money rates and the official rate — 
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Bank 

rate 

Call mone\ rate 

Imperial 

Bank 

Bazai Bill rate* 


Calcutta 

Bombaj 

Hundi 

rate 

Calcutta 

Bombaj'- 


Poi cent 

Per cent 

Per cent 

Per cent 

Per cent 



1st 

April 1025 

to 1st Marc 

■.h 1926 


1 

April 

7 

5 

6.1 

7 

^ 10—11 

i 

Hi: 

May 

7 1 


62 

7 


Hi- 

Juno 

0 

5 ! 

52 

61 


lOi 

July 

O 

2 

31-4 

5^ 

J 10— lOJ 

H 

August 

4 

o 

12 

41 

10—104 

1 " j 

8i 

Septembei 

4 

li 

H 



Si 


5 

12 

1 

1 

1 5 , 

lOi— 11 

9| 

November 

5 


li-2 

{ 


a 

December 

5 

2i 

3 

6i ' 

10— iCi 

H 

January 

6 

3i 

3i 

6 


H 

I’ebruaty • 

6 

H 

4f— 5 

C 


H 

March 

i ® 

5 

5J— 6 

C 

10—104 

m 


Isi 

April 1926 

to 1st Marc 

h 1927. 



April 

G : 

4i 


6 


92- 

May 

6 

4 

4|— 5 

G 

10—104 

1 

June 

5 

2 

4 

4 

10— lOJ 

' 

July 

4 



4 

10 

n 

August 

4 ' 

I 

1 

3 

10 

62 

September 

4 ' 

1 

1 

J 

10 

62 

October 

4 

t 


4—1 

3 

10 

j 1 

62 

Novembei 

4 

T 

1 i 

3 

10 

62 

December 

4 

i 


3 

10 

62 

January 

6 

4 



10 

8| 

February 

6 


O 54 

G ' 

1 

11 

91 

March . 

7 

G 

i 

7 

11 

lOi 


* The baZar rales are those at which the bills of small traders are discounted 
by shroffs The rates for bills of large traders and shroffs are not given separateljr 
as they follow very closely the Imperial Bank hiindi rate 
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j 

i 

Bank j 
rave 

i 

. 1 

1 Call money rate j 

Imperial 

Bank 

Hundi 

rate 

Bazar bill rate* 

CalcuMa 

Bombay 

Calcutta 

Bombay. 

j Per cent j 

i J 

Per cent 

i 

Per cent j 

Per cent 

Per cent 

1 Per cent 


1st April 1927 to 1st March 1028 


April 

7 

6 

6f— (ii 

7 

10—12 

lOf 

May 

7 

5 

6- 

^ 1 

10—11 

lOi 

June 

7 

4—41 1 

6— 5f 

7 i 

10—11 

loi 

July 

5 

11 

3 

S 1 

0 

7i 

August 

. 4 

\i—2i 

' 2— If 

4 

9 

65- 

September 

4 

2 

21 

4 

9 

6| 

October . 

5 

If 

2 

5 

9—10 

H 

No\ ember 

6 

H 

2 

5 

8—9 


December 

5 

3 

4— 4i 

6 

8-9 


January . 

7 

Of— 6 

51-6 

7 

o 

1 

o 

j 

February 

7 

1 


Oi— 6i 

7 

1 

10—11 1 

lOf 

March . 

7 

4|— 5 i 

6- 6f 

7 

10—11 ! 

91 


Istj 

April 1928 to iH March 1929 



April 

7 

6f 

j 

7 

10—11 

9| 

May 

7 


51—6 

7 

10—11 

f 

92 

June 

7 

4 

5|-6 

7 

10 

9 

July 

0 

3 

4i— 4f 

H 

9 

6i 

August . 

6 


2f— 3 

1 

5 

9 

6| 

September 

6 

3f 

i 31— 3f 

1 

6 

9 

6f 

October • 

5 

2i 

j 2-2i 

5 

9—10 

6i 

November 

5 

2-lf 

3 

6 

9—10 

65 

December 

6 

n 

3 

6 

9—10 

j 

71 

January 

7 

4— 4J 

6} 

7 

! 10—12 

1 

9i\ 

February 

7 

6 

6i— 6{ 

u 

1 11—12 

m 

March 

8 

6 

n 

8 

1 11—12 

f 

m 


* please see footnote on previous pa^e 
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Bank rate 

Call money rate 

Imperial 

Bank 

Hundi 

rate 

Bazar Bill rate* 

Calcutta 

Bombay 

Calcutta 

Bombay 


Per cent 

Per cent 

Per cent 

per cent 

Per cent 

Per cent 


1st April 1929 to 1st March 1930 



April . . 

8 

5 

6i 

8 1 

11—12 

11 

1 

^lay 

7 

2i 

34 

7 

10 -11 

8i 

iTune • j 

6 

H 

H 

6 

10—11 


■July 

6 

1 

n 

u 

5- 

10 

OlV 

A-ugust 

5 

Nil 1 


5 

10 

K 5 

Ojz 

September 

5 

n 

1 

5 

11 

6 

October 

6 

2} 

3—34 

5 

11 

7^ 

iiTovember 

7 

2 

24 

7 

11 

8} 

December. 

7 



7 

11 

9* 

January 

7 

3 

5 

7 

11 

9* 

February . 

7 


Gi 

7 

11 

H 

March . 

7 

5 

4i 

7 

11 

9* 


679 The pioblem of the independence of the Yanons money 
maikets in India and how to make them moie inter-dependent has 
occupied much thought, and has been the subject of long discussions 
with both local witnesses and with the foreign experts The bazar 
rates quoted in the table are those of Bombay and Calcutta foi 
small traders’ bills, those of other up-country markets not being 
available An interesting feature is that this bazar late of Calcutta 
•changes veiy rarely outside 10 and 11 per cent wdiereas that of 
Bombay seems to have some remote connection wuth the Impeiial 
Bank late and the call money rate The fact that a call rate of 
*1 per cent, a hundi rate of 3 per cent, a bank late of 4 pei cent, 
a Bombay bazar rate for bills of small traders of per cent, and 
41 Calcutta bazar rate for bills of small traders of 10 per cent 
can exist simultaneously indicates an extraordinary slugsrishne'^s ir; 
the movement of credit between the various markets The 
Bombay Committee ha-\e also pointed out that in Bombay City 
alone theie are the Gujerati, the Marwari and the Multani bazars 
with their diffeient rates The last mentioned is more closely 
connected with the Imperial Bank rate owing to the fact that 
Alultanis do a fairly extensne business with the Impenal Bank of 


* please see footnote on page 398 
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India The otbei bazai lates do not necessaiily bear any relation 
to tbe Impeiial Bank late 

580 Tbe independence of tbe call money maiket is ^leibaps tbe 
simjilest to undei stand, and may be dealt witb first In most 
money maikets of tbe woild it will be found tbat tbe laies foi day 
io day loans aie considerably lowei than tbe bank rate In fact, 
the lates represent different charges for different articles Tbe call 
money rate is tbe rate for surplus money seeking employment for 
jDOssibly a minimum period of 24 hours, whereas tbe bank rate 
indicates the charge for tbe use of money for a specified period 
jFuitbei, call money is repayable at tbe option of either the lender 
•or tbe borrower, w'bile advances against securities at bank rate 
are usually repayable at tbe option of tbe borrower onl;y Tbe 
latter normally, therefore, should be higher than tbe call money 
rate In other countries the call money rate tends towards a bank’s 
demand deposit or current account rate while the bank rate indi- 
eates a lending rate It is possible tbat one reason of this is tbat 
■the supply of currency and credit is properly regulated by tbe 
Central Bank taking away surplus funds from, or supplying new 
money to, tbe market as may be necessary But m India we find 
tbat call money is sometimes unlendable in tbe slack season at 
almost any rate when treasury bills are not available, while it 
may not be obtainable even at bank rates in the busy season 
While the existence of differences between call rates and bank 
rates in normal circumstances requires no special action, it should 
•be noted tbat in conditions of exceptional ease or stringency call 
money rates may have considerable importance in connection with 
•exchange considerations Any special action in the matter ■will be 
•one of the functions of a Central Bank under modern conditions 

581 The explanation of differences between bazar rates for 
small traders’ bills and the Imperitil Bank rate is much more 
elusive In India there are two money markets, namely, the 
Indian money maiket or the bazar, and the market controlled by 

banking institutions working on wnstein lines The natural 
'link between the two markets would appear to be a steady 
•supply of trade bills endorsed by reliable firms or discount houses 
which are in touch with both markets, and are able to meet the 
needs at one end of the merchant who prefers the elastic methods 
of bazar finance, and to take advantage at the other end of entry 
into the central money and discount markets It has been pointed 
out that though the Bank of England late controls money rate-, m 
London and large centres, there is often considerable divergence 
hi rates m the piovmcial towns, and that the levelling down of 
rates must be a matter of slow growdh and development The 
ultimate ideal mfiwt he the mobilization bf the whole of the floating 
resouices of the country into one large pool into which bills can 
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find then \\ay with as little dela} and with the intei^ention of as^ 
few Intel medial les as possible At piesent the le&ources moie 
closel} resemble a stream which is constantly being blocked by 
obstacles preientirg a free flow of bills 

582, We Lave refened to the fact that the banks’ deposit lates 
m London follow the Bank of England rate automatically and 
that 111 India, although the same causes which result in a chauu" 
in the Bank Bate would affect the deposit rate also, the meie fact 
that the Bank Bate has alteied does not necessaiih change the ^ 
deposit late This unceitamty and this undefined position in India 
weie biought to our notice, and we weie told that <^uch a stale oi 
affairs could not be lemedied until India got a Iiighlv oiganized 
money market as in London It was the unanimous opmioi' of 
wutneses, and we agiee with that opinion, that in older to organize 
the Indian money maiket on sound and modem lines it is essential 
that the Besene Bank should be ‘jfaited as the centre of the iSIonev 
Maiket In fact this was the Mew held In the late kli Benjantin 
Strong m his ecidence before the Bocal Commission on Iiidiati 
Currency and Finance, 1926 He '^aid that the establishment of 
a Central Bank was the best means ot establishing a piopeily func- 
tioning mohey market and that the absence of a Central Bank 
results in developments that are distoitions of the money 
market He referred to the chaotic position of the Kew’ Yorlc 
money marnet before the Federal Beseivo Banks weie established 
and to its better organization after their establishment 

383 A large number of witnesses befoie us complained of the 
dual control by the Gocernment of India and the Imperial Bank 
of India over the Bank Bate and suggested that until a Central 
Banking Authority can be created the legulation of the Bank Bate 
should be in the hands of the Imperial Bank of India without 
interference from Government The Managing Governor of the 
Imperial Bank of India pointed out that *=0 long as the contiol of 
the cunency is in the hands of the Government of India, it Is 
impossible to take flora them the powers over the Bank Bate 
which that contiol gives them Those powers confei the light ter 
expand and contract the curiency, and the supply of cunency is 
an important factor in determining the Bank Bate He added that 
even if it were possible to take away the powers of Go\ ernment hi 
this mattei, it is cleaily to the adcantage of the conntiv that 
cuiiency and credit should be managed bv the two authorities 
woikmg m sympathy Ecen witne'-ses, who suggested that the 
Bank Bate should be entiiely dictated by the exigencies of the mone- 
tal^ situation m India and should m no way be subject to contiol 
by the Government of India, admitted that such inteiference by 
the Government W'ould be inevitable m emeigencies arising fiom 
mteriiational considerations and tins has been the expeiience of 
England and the United States of Ameilca 
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Seasonal Stimgmcy 

584 We have lefeiied to the poweis in the hands of the Gov- 
ernment to expand and contiact the cunency Theie is one aspect 
of the exeicisc of the poMeis of expansion winch has come in for 
a good deal of criticism Undei Section 20 of the Indian Paper 
Cunency Act, Act X of 1923, the Goveinoi General in Council is 
authorized to issue cuiiencv notes to an amount not exceeding 
Es 12 eioies against bills of exchange matuiing within 90 days of 
the date of such issue and satisfying othei conditions as the 
Goveinoi Geneial m Council maj^ by general or special oidei pies- 
ciibe The memoiandum of pioceduie now in force foi the issue 
of this additional cunency is punted in Appendix III in the Volume 
of Appendices to the Eeport of the Eoyal Commission on Indian 
Cunency and Finance, 1926 It is piesciibed m that memoiandum 
that this additional issue mil take the foim of a loan to the Im- 
pel lal Bank of India against demand piomissoiv notes with a certi- 
ficate that internal bills oi hundis which satisfy the pioMsions of 
Section 20 of the Act refen ed to above, and whose discounted 
value does not fall shoit of the amount of the additional issue, 
aie held by the Bank on behalf of the Government No issue 
can be made until the Bank Eate uses to 6 pei cent and the entiie 
amount outstanding at any time bears inteiest at Bank Eate sub- 
ject to a minunum limit of 6 pei cent foi the first Es 4 cioies 
and 7 pei cent foi the subsequent Es 8 ciores It is a 
universal complaint of banks and merchants in India that 
the fixing of aibitiary lates foi the issue of additional cui- 
lency against trade bills penalizes commerce and industi/ un- 
pecessaiily It has, therefore, been suggested that the issue of 
emergency cunency, by which name the additional issue is popu- 
larly called, should be at the cuiient Bank Eate \nh no fixed 
minimum and that this proceduie would be analogous to the 
practice in other countiies wdieie lediscount of trade bills by the 
central banking institution is at the Bank Eate It is hoped that 
by adopting this suggestion, in practice, the control of Government 
ovei the Bank Eate wouldlie removed and then interfeience wmuld 
be confined within its legitimate sphere 

585 So long as the issue of additional cunency is wathin the 
discietion of the Goveinment — and this is the position under the 
present Paper Ciurency Act — w^e do not see how the suggestion 
above wall have the conteraplafed effect The Government might 
still refuse to issue cunency at a particular time if, in then opinion, 
the Bank Eate is low^ei than circumstances w'anant, and the onlv 
effect of such a course wmuld be to compel the Imperial Bank of 
India to laise its rate 

586 It has also been suggested that the aibitiarv limit of Es 12 
ciores for the issue of emergency currency has been detrimental 
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to trade and commeice and that it should he raised at least to 10 
per cent of the total ciiculation We cannot sympathize with this 
sugoeslion as in piactice it has been laiely necessary tor the Im- 
peiial Bank of India to avail itself of the total of Es 12 cioies 
E’uither, we do not think that the Government themselves regard 
tins limit as unchangeable foi all time, and m fact the oiiginal 
hmit which was fixed at Es 5 crores in 1923 has been changed to 
Es 12 cioies later The necessity for any alteration in the limit 
of issue of eineigency currency can only arise with the growth of the 
bill market in India and when this happens we have no doubt that 
the Government of then own accoid will raise the limit to meet the 
coinitiy’s demand for additional currency 

'587. We must, however, record oui opinion that the present 
conception that the seasonal monetary stringency in India is inevit- 
able, and that this stringency must bung about a wide range of 
interest rates, is erroneous and can be traced to the existmg defec- 
tive system of comrol of cuiiency and credit It will be one of the 
functions of the Eeseive Bank, when it is created, to keep suffi- 
cient free reserves* at the beginning of the busy season to supply 
the coantry with the currency needed during the crop-moMng 
season without the necessity of puttmg up the interest late solely 
on this account The present system of issue of emergency 
currency under which no issue is possible except at stated rates of 
interest has contributed to this unsatisfactory state of aflairs 
With the establishment of the Eeserve Bank, the supply of addi- 
tional currency against proper cover would be automatic, and the 
question of penal rates of mterest would not arise 

GoVEENiIBNT AND THE MOOTSY MaBKET 

588 The operations of Government in connection with the 
money market have been severely criticized by several witnesses 
Not only have they exercised considerable control *over the Bank 
Eate' of the Imperial Bank of India, to which reference has already 
been made, but both by their purchases of exchange and by their 
issues of treasury bills they have been able to influence the money 
position The responsibilitv of Government towards the money 
market has long been recogmzed and opinions have Heen divided as 
to which IS the better line of progress, to remove the responsibility 
oi to impiove the machinery through which it is exercised The 
Eoyal Commission on Indian Currency and Fmance, 1926, summed 
up the position as follows — “The Government controls the 
curiency The credit situation is controlled as far as it is 
conti oiled at all bV the Imperial Bank WitK divided control 

* Bv this IS meant that dunna slack season the percentage of gold assets m 
the Paper Currencj’’ Reserve will be higher than the statutory requirement 
During the busy ‘reason, therefore, the Reserve Bauk will be able to issue more 
currency without violating the statutory requirement of maintaining a certain 
percentage of the Reserve m gold assets 
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theie IS likelihood of divided counsels and failure to co-opeiate”. 
Since the above Avas wiitten there is no doubt that to a much 
laigei extent than ^pieAuously GoA^einment have assumed control 
of the ciedit situation thiough the medium of tieasury bills In 
so far as such issues have been m puisuance of then exchange 
policy, the mattei is not Avithin the scope of this Committee s 
investigations, nor aie -we concerned vuth such issues as have 
been foi the purpose of supplementing the ways and means pic- 
gramme As regards the effect on banks, it v^ould appear that in 
the eaily stages at any late these issues of treasuiy bills had the 
result ot leduciug deposits and of competing with banks foi avail- 
able deposits They also lesulted in a temporary con ti action of 
credit In some cases, the proceeds of the tieasuiy bills Mere 
disbursed into the monev markets and the contraction was counter- 
balanced , and the net result of the operations may be said to have 
caused dearer money without creating a scarcity of money In 
some cases, however, where the proceeds of treasury bills were 
utilized to contract cuiiency by cancelling ad hoc securities^ 
there has to this extent been a scarcity of money in the market 
At the present moment it is probable that treasury bills are looked 
upon by banks as a piofitable source of investment, free from capital 
depreciation and readily available for obtaming cash odvances from 
the Impeiial Bank of India The fact that Government still have 
to pay on an average about one per cent more than banks tor 
deposits for similar periods suggests that these bills have not yet 
been accepted as an integral part of the money market at their 
proper value We aie infoimed by one of the foreign banking 
experts that in London the rate for such bills is usually about 
one thirt3''-second above the rate for fine bills, and the margm in 

India between the treasuiw bill rate and the open rates for time 

deposits, therefore, appears to us excessive Another criticism 
that has been levelled against operations in treasuiy bills is 
that they have resulted in very serious depreciation in the 
ordinary Government Security market, not only causing 
heavy losses to banks and others who hold the long 

dated loans but at the same time creating a feeling of 

nervousness and reluctance on the part of investors to 
Itake up new rupee loans It is difficult to make any definite state- 
ment as to the effect of treasury bills on investments in industrial 
concerns, but m so far as the operations have raised the general 
rate of interest oil gilt-edged investment they hav'^e inevitably 
reacted on all mv^estments Both the Bengal National Chamber of 
Commerce and the Calcutta Stock Exchange have commented on 
the effects of treasury bills on existing securities, and the foreign 
experts also considered that banks’ im^estments in gilt-edged 
securities in India foimed a veiy high percentage of then inv’est- 
ments compared with such percentages in other countries They 
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fluther lecommeBdecl that such investments should be largely 
replaced bv commeicial bills as soon as pos'=:ible Speaking 
from the point of of banking ciedit as a whole, it has been 

stated b\ witnesses that the effect of recent Government opera- 
tions has been to iai=e the price of credit and in that lespect to 
penalize tiade and industrv From the figures given in chapter 
HI, It vvull be seen that the net boxiowings of the Government 
of India smce 1925-26 in the form of loan's, treasury bills and cash 
ceitificates have amounted to about Es 140 crores. while from 
the table m Chapter XIX paragraph 538 it may be observed that 
the figures of bank deposits have lemamed stationary during the 
last ten veais This state of aftaiis has made the Indian banking 
and ciedit problem still more difficult 

It is not jiait of oui function to enquire into this matter 
and we, theiefoie abstain fiom passing judgment on the 
Government s boiioumg policy, the amount, the time and 
the terms of their boi rowings and their effect on the general 
level of interest rates and on the development of tiade, 
industrv and banking AYe, howevei, hope that when the Eeserve 
Bank is established Government will woik m close co-operation 
with that Bank m the matter of their borrowing operations (includ- 
ing rates foi post office savings banks deposits and cash certificates^ 
and that m those circumstances there w'lll be no room for adverse 
criticism of the kind referred to above 
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589 Although it is geneially accepted that fiom the point of 
view of a discount maiket bills in India aie scaice, it must not be 
assumed that this is due to a lack of knowledge on the part of the 
people of the utilitj^ of this form of credit, oi to an unwillingness 
to make use of it As stated in paragiaphs 22 and 23, there is 
definite evidence of the lemittance of money by credit instiuments 
as eaily as the fifth centuiy, b g , and the use of liundis as eaily 
as the tnelfth century a n Indeed on pages 70 and 71 of his 
book on Indigenous Banking in India, ]. C Jam lefers to legendary 
stories which cany back the oiigm of the /nmdi to a very 
eaily peiiod of Indian histoiy The safety of hundis foi tiavelleis 
as compaied with the iisk of carrying cash must in itself have 
piovided a good reason for the development of the hundi habit 

590 Tbeie is no legal definition of a liundi It is governed 
by the custom and usages of the various localities, and only where 
no specific custom exists does it come under the term “bill of ex- 
change” within the meaning of the Negotiable Instruments Act 
Hiindts are of two kinds, darsham or demand bills, and muddatt 
or usance bills In this respect they resemble the bill of exchange 
and they should certainly form a foundation for the development 
of a bill maiket on modern hnes 

591 In Chapter XX we gave a statement of the joint balance 
sheet of several clearing banks in England showing the distribu- 
tion of then assets The following statement relating tn Indian 
banks affords an interesting comparison Unfortunately bank« 
in India do not make a universal practice of showmg investments 
in bills separately and in several cases the figure is included in 
the total figure of advances The very small figure under the 
heading of bills must therefore not be taken as strictly collect, 
though it may be assumed that the reason for not showmg it 

. separately m certain cases is that it is too small to be treated as 

{ m ) . 
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an independent item The figures aie foi 1928, the same yeai* 
as those of the English banks — 


i 

j 

The Imperial ^ 
Bank of j 
India. 

*'?ix Indian 
joint stock 
banks 





Rs in lakhs 

Ks in lakhs» 

Liabilities — 



1 



Capital and Ileserv cs 



i 

j 

10, So 

G,6G 

Current and Deposit Accounts 

• 


j 

70, 2o 

52,20 

Assets — 






Im estments 




19,04 

20,0G 

Bills 




12,47 

1,23 

Advances 


« 


olySo 

33,42 

Cash 


• 


10,Co 

G,S3 

1 


* Allahabad Bank, Bank of Baroda, Central Bank of India, Bank of Indin^ 
Peoples Bank of Northern India and Punjab National Bank 

The stiilang featuie as mentioned in the pieiious chaptei is the 
lelatneiy large piopoition of asset<? locked up in investment's 
This mav be due to tivo causes, fiisth the necessity for banks in 
India to inamtain a lelativelv stiongei liquid position than in better 
del eloped banking countries, oi ‘Secondly the attractive lueld of 
Government secuiities as compared with otlier forms of imest- 
ment The growth of confidence in banlang institutions followed 
by a leductioii in the piesent iniestinents in gilt-edged '=ecunties of 
banks must inevitably be a inattei of time while as alieadv 
pointed out it is hoped that in due couise theie will be a lerv 
definite tendenci to equalization of the attractiveness of investment 
in Goveinment securities and that of commeicial business 

SciRciTV OF Biles — Other Beisons 

592 Yaiious other reasons aie suggested whv joint-stock banks 
do not hold moie of their assets in commeicial bills — 

(1) Banks do not make a piactice of discounting their bills 
with the Impeiial Bank of India A bank which 
lediscounts with the Imperial Bank of India feels that 
it iLins the danger of having its credit affected in the 
maiket, as such rediscounting is consideied by the 
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.market to be a sign of weakness There are, moie- 
ovei, no facilities foi the ready sale of bills in the 
open market 

(2) Joint-stock banks, whenevei they wani; fnnds piefei 

taking loans fiom the Impeiial Bank of India on 
Government securities to ofEeiing their bills foi re- 
discount with that bank This is due to the fact 
that the Imperial Bank is itself a competing con.- 
meicial bank and no bank ■uould like to give away 
the secrets of its bill poitfolio to a iival bank Undei 
these ciicumstances. Government secuiities are d. 
moie popular form of asset than tiade bills 

(3) The Impeiial Bank of India is prepared to discount onl 5 f 

approved bills, i e , bills approved by it It does not 
lay down any standards for the guidance of other 
banks as to what constitutes an approved bill m its 
opinion The result is that ]omt-stock banks cannot 
depend on bills which they discount for their 
customers being rediscounted by the Imperial Bank of 
India 

(4) The S 3 stem of cash credits in vogue in India with certain 

advantages to both the lender and the borrower 
stands iii the wa}' of a greater use of bills In 
the case of cash credits, interest is generally paid 
onl}'^ to the extent that ciedits aie used and the banK 
can withdraw credits m the event of deterioration in 
the position of the borrowing party It has in fact 
been uiged b3' some of our witnesses that the borrower 
should get his assistance from banks in tbe form he 
desires and that both cash credits and bills should be 
developed side b}’' side In view of other advantages 
111 the u«e of bills, suGr as hquiditv to banks and 
certaint 3 to borrowers during the period of currency 
of the bills, it IS, howe\er, noped that the use of bills 
will become more popular, provided the banks take 
some initiative nr this matter 

593 The following suggestions have been made for developing 
the bill market — 

(11 A leading Indian banker has suggested that the Indian 
loint-stock banks do not go to the Imperial Bank of 
India for rediscount of liimdis as the latter charge the 
same rediscount rate to the jomt-stock banks as to 
Jiroifs and merchants, and he has stated that if the 
Imperial Bank give a cheaper rate to the Indian joint- 
stock banks, the latter would leadilv take advantage 
of the special facility and the question of prestige 
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which now stands in the Avay of the development of 
the lediscounting habit w'ould disajipeai So far as 
the Iinpeiial Bank of India is conceined, the Manag- 
ing Goveinoi does not think that any i eduction in 
lates would be possible as these are already on the 
rock-bottom level and aiiv reduction would placp 
the business- on a non-paving basis He fuither adds 
that the leal leason foi the prefeience of joint-stock 
banks for boiiowungs against Goveimnent securities 
to lediscounting bills with the Imperial Bank of 
India IS that the banks desire to benefit b\ reducing 
the inteiest the\ pa> to the Impeiial Bank, im- 
mediateh thev ha\e anv suiplns funds, and that it is 
moie difiiciilt foi the banks to do this if they obtain 
the accommodation by ledisconnt than b} loans 
against Government secuiities 

We aie not in a position to make any lecommendation m 
legaid to thi^- point foi the inioim peiiod before the 
establishment of the Reseive Bank When that 
bank is established, its published late should be 
tlie mimmimi late at wdiith it is piepaied to bu}- oi re- 
discount first class tiade bills and paomissoiy notes 
aiising out of hona fide commeicial oi tiade tiansactions 
of niemboi banks and bankeis, tlie Bank haMiig full 
discretion in legaid to the lates foi its open maiket 
operations To stimulate the use of bills the Reserve 
Bank should use its discietion to charge a higliei rate 
for demand loans against authoii/ed secuiities and it 
inav find it useful to have a larger margin between 
these rates at the outset than will be necessarv after 
the bill maiket has dereloped Should_the Reserve 
Bank find it necessaiy to discount the paper of the 
public without bank endoisement, it should consider 
whether it should not in the first few \ears at anv rate 
charge a highei late of discount to the public than that 
ehaiged to membei banks and bankers 

(2) The lepiGsentatnc of the Ahmedabad Millowneis’ Asso- 
ciation has pointecl out that the charges for discount- 
ing are rather high at present anti that if thev coul'd 
be lowered it would facilitate the use of bills The 
following case wms quoted to illustiato this point of 
view If goods were sent from place A to place B and 
if the bank in place A did not possess a branch in xrlace 
B, a higher commission had to be paid to the bank 
at place A to discount the bill, as that bank not 
having a branch at place B had to get the business 
done thiough another Bank to which a commission 
had to be paid He has suggested that this difficulty 
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can be solved if thexe weie some axiangements between 
the diffeieiit banks wheieby business could be done by 
chaiging one commission only by the bank which 
fiist negotiated the bill and that the establishment of 
a clearing house foi bills in all provincial capitals 
would secuie this end , We think the simplesi; 
solution for reducing the charges in such cases is 
that the banks should share the single commission 
equally between themselves instead of charging double 
commission We commend this suggestion for 
acceptance bj’^ banks 

(31 It is generally believed that the creation of a Reserve 
Bank ■uould tend to dispel the present prejudice on 
the part of joint-stock banks against discounting then 
bills ■uith the Imperial Bank of India The Reseiwe 
Bank vould not be a competing institution and as 
its normal business would be to act as bankers’ bank, 
the development of the bill habit would be greatly 
facilitated We agree that the creation of the 
Reserve Bank Mould dispel the present prejudice on 
the part of banks and lead the v’ay to a gieatei use 
of bills 

''41 It has been suggested that the establishment of waie- 
liouses" 111 various parts of India Mmuld encourage the 
use of bills as it would tend to replace the finance 
bills now drawn by merchants and shroffs by docu- 
inentaiy bills wdiicli would be more popular with banks 
We have elsewhere advocated the wide establishment 
of warehouses throughout the country and the pro- 
motion of the use of the bills is one of the important 
considerations which have influenced us in making 
those proposals 

(5) The present rate of stamp duty on bills is 18 pies per 
cent As the bills current in the market are genei- 
ally payable at 61 days, the duty wmiks out at 9 pies 
per cent per month or 9 annas per cent per annum 
It IS admitted on all hands that this Tiigh rate bf 
stamp duty militates against a greater use of bills 

In this connection we recall that the Royal Commission on 
Indian Cuiieiicy and Finance, 1926, recommended 
the abolition of the stamp duty on bills of exchange 
We repeat that recommendation, with the further 
suggestion that it should be given effect to wuthin 
a period of five years so that necessary steps may oe 
taken by the Provincial Governments to make good 


* Wherever the word “ rvarehoiise ” is used, it includes " godown” 
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tJie levenue deficit consequent on tlie acceptance of 
tfee proposal As an initial step we lecommend that 
the stamp duty on all bills of less than one yeai s 
usance should he reduced to a uniform late of two 
annas per one thousand rupees The argument 
adduced by the Eoyal Commission on Cnriency and 
Pinance that m America the abolition of the stamp 
duty on bills was one of the first consequences of the 
institution of the Reseive Bank sj stem should also he 
borne in mmd in tins connection 

(6) Post offices should stock ioi sale bill forms printed m 

English and the reinacular in parallel We think 
that this suggestion and also suggestions (8) and (0) 
deseive the careful consideiation of the Government 
and the Indian commeicial public We endorse the 
suggestion of the Bombay Committee that the Eedera- 
tion of Indian Chambeis of Commeice and Industry 
should take the question in hand and airive at a satis- 
factory solution 111 consultation wnth all the bodies 
inteiested in the mattei We aie sme that the Gov- 
ernment will themselves be prepared to do everything 
m then povei to help the Eedeiation to arrive at such 
solution 

(7) In places wheie linndt business is important, an ex- 

peditious procedure for disposing of suits based on 
negotiable instruments should be introduced on the 
lines of Order XXXVII of the Civil Procedure Code- 
We endoise this suggestion < 

(8) The noting of dishonoui and protest hr recognized asso- 

ciation- of banks, shroffs or merchants (so as to save 
tiouble and expense to the owner of the instiument)- 
should be rah dated 

(9) Standardization of customs governing the hnndis vith a 

view to piomote then circulation i'? recommended at 
least for paiticnlai regions^ if not possible foi the 
entire province Some wutnesses have also suggested 
. that legislation should be passed sfandaidizmg the 

essential features of the hunch and pioducing a docu- 
ment simple in language and terms capable of ciicu- 
latmg under definite and clearly defined conditions- 

Bevelopmext of the use of bills. 

694 The question of developing the use of bills has been consi- 
deied at some lengtli in the memoianda submitted by witnesses 
and also m the oral eridence tendeied by them The raiious 
classes of tiansactions m which the use of bills is not widely pre- 
valent at pi esent and the mannei m which hills might be introduced 
irt connection wuth such transactions aie dealt wuth below 
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(.1) Agiiculinre 

593 The finance lequned by the agiicnltmists may be diYided 
mto finance lequned foi gioiving ciops and that lequned after the 
Liops have been gathered In legaid to crops M'hrch have been 
gathered, rt has beeir recommended by the Madras Provincial 
Banking Enquiry Committee that agriculturists may become mem- 
heis of co-operative godown societies and obtain finance on agri- 
cultural produce from these societies by allo\ving the latter to 
draw a foru months’ bill upon themselves (owners of produce) 
The godown societies may, it necessary, discount the bill with the 
central co-operative bank and the latter in turn with other banks 
The system of godowm societies would greatly assist in protecting 
the co-operative banks against wrongful disposal of crops 

596 As regards finance requited for growing the crops, the 
Madias Committee have suggested that it wnll be a long time before 
a suitable form of agricultural paper is developed, for there is a 
chance that the borrower may not grow the crop or other accidents 
like drought or flood may destroy the crops In these circumstances 
there is no immediate prospect of rapid advance in the direction 
of creating agricultural paper in respect of advances granted to 
r 3 ’ots for repayment at the harvest 

597 The Managing Governor of the Imperial Bank of India 
has suggested that the only way m which greater co-opeiation can 
be obtained between indigenous bankers and other banks in India 
IS through the use by indigenous bankers of credit documents which 
are acceptable to the commercial banks He has, therefore, urged 
that the usance bill should be encouraged for the finance of village 
hankers by shroffs He has admitted that in the absence of satis- 
factory documents of title it would not be possible to identify these 
hills with any particular goods, but he has added that if such bills 
were introduced and the parties thereto showed themselves worthy 
of credit, they would in course of time be discounted by banks 
"We agree with the principle enunciated and we recommend "that 
banks should take the initiative m the matter by suggesting this 
method to shroffs seelang accommodation from them 

598 As regards the financing of tlie cultivators by the village 
bankers, he has expressed the view that even if the 'difficulties men- 
tioned above were met, bills with fixed dates of maturity would 
be unsuitable for use in this connection, because in the nature 
of things the cultivators must depend on sale of then crops m 
Older to pay their bills The sale of the crops would depend on 
the season, whereas the bill’s maturity is fixed and renewals are 
both expensive and disliked by discounters While we appreciate 
the reasoning, we think that the dates of maturity might be ap- 
proximately fixed with leference to the probable date on which 
the crops would be brought to the market for sale and that a safe 
margin might always be provided 
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(2) Mai'kcting Finance 

599 We have lefened to this subject m Chaplei XIII The 
Bihai aud Oiissa Piovmcial Baulaug Committee haie made the 
following suggestion foi the intioduction and use oi bills in con- 
nection with marketing — 

“The pievalent sjstem of maiketing finance is that the ex- 
poit houses 01 commission agents ot Calcutta raise 
money fiom then oivn banks oi the Buna Bazaar and 
finance those up-countiy traders, who ha\e no large 
capital of then owm These, in turn, finance the 
small hcparis oi village inahajan^ who buy outiight 
from the cultivators foi cash oi credit already advanced 
This system does not admit of a moie direct contact 
wnth the central money market noi can credit be 
expanded as occasion lequiies, since none of the cash 
credits or book accounts extending from the Calcutta 
Exchange Bank to ihe Milage hepari aie negotiable 
01 transferable On the other hand, if the process 
w'eie le'ieised and the Milage bepari or the substantial 
cultivator could, with the help of the licensed w ale- 
houses, create a documented agiicnltuial miidd'iti 
hundt of SIX months’ usance, which mav be accepted 
by a registered maha^an, the bill so created could be 
discounted m the cential money market It wull be 
eagerly bought b}' the Eesene Bank in case of 
necessity ” 

The Managing Governor of the Imperial Bank of India has 
expressed the view that the main difficulty m the w'ay of the 
intioduction of this sistem is that connected wnth licensed ware- 
houses It would be necessary for stocks to be graded and those 
of different parties mixed together This is a piactice which 
Indian cultivatois have consistently set then face against and is 
one of the main reasops of the failuie of an experiment of a similar 
natuie at Lyallpur He has added that the management must 
also be an expeit one which would cost money He would hke 
to see fuither experiments made in this direction in select localities 
as the bills cieated w^ould be w'elcome in the monev market 
We w^holeheartedly support this proposal and w'e sinceieTy hope 
that the Provincial Governments will give then earnest considera- 
tion to our recommendations reg aiding the establishment of 
licensed warehouses 

600 As legal ds the movement of goods fiom the port town 
to the interior, open account credit is given by the commission 
agents to the mei chants in the inter loi Bv co-opeiation betw^'cen 
the banks and the commission agents, the latter can be made to 
realise that by converting the open account credit into bills they 
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cau get ciedit fiom the banks The comm^ssiori agents will then 
in then tiun peisua.de then custonieis to accept usance bills foi 
the value ot goods despatched This will bung into eMstence 
bills ol consideiable amount both at the poit towns and m the 
inteiioi and a iiee cuculatiou theieot betw'een the port towns and 
the internal markets, as also closei connection between the banks 
and the indigenous bankeis C'ompaiatively little attention has 
so far been paid to this bianch of the trade fiom the banking 
point of view'^ We commend the inattei toi the consideration of 
the parties concerned 

hi) E%poH and Import Finance 

GOl The suggestions legaidiug the miioduction of rupee bills 
and promotion of bankeis’ acceptances in connection with the 
financing of India’s foreign trade have been referred to in chapter 

(4) Banh Acceptances 

602 While it IS tiue that the system of cash credits has been 
w'orking successfullv w^e consider that it will be fai better foi the 
banks to invest their funds in discounting bills Such discounting 
inav be either by biiving bills held by customers oi discounting 
bills accepted by other banks foi then custoineis In regard tn 
the fit St type, banks can play only a passive part but they can 
take a veiv active part in creating acceptances, once the Eeserve 
Bank is started and is leady to stand heliiiid the bank’s signatuies 
in the absence oi demand foi then acceptances The banks could 
chaige a small commission and could tale collateral security for 
accepting the bills in the same w^ay as they do now foi then cash 
credits 


Discount MyuivET. 

603 The development of the discount maiket is an essential 
featuie of any scheme of irapiovement of oui monetary system 
We have lefeued in p<iiagiaph 346 to the adoption of bill-bioking 
as an integial part of the indigenous banker’s business Some 
of the indigenous bankers and then wealthy depositors might also 
form themselves into discounting houses under the aegis of the 
Beseive Bank They could supplement then own lesources as in 
other countries bv fixed deposits from then associates and fiiends 
and ciedit supplied bv hanks The Eeseive Bank could also fostei 
the giowdh of such discount houses by classing them with meinbei 
banks in the mattei of lediscount facilities 

604 Theie is little doubt that the cieation of the Eeseive Bank 
with the lesultaiit co-oidination of the various elements of the 
money maiket and a unified control ot ciedit and cunency should 
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do much to develop the use of commeicial bills and ultimately 
cieate an active and efficient discount maiket in India The meie 
fact that duimg the bu'jy season the Issue depaitment of the Bank 
■will be enabled to issue cuiiency fieely against genuine tiade 
hills without the Bank Bate being raised to artificial levels should 
■have a psychological effect on merchants geneially and encourage 
them to take advantage of a cheap and convenient form of shoit 
ciedit The prestige and standing offered to indigenous bankers 
who decide to come within the scope of the lediscount facilities of 
the Keseive Bank should tend to link up the indigenous money 
markets with the laige centies wheie surplus funds tend to concen- 
trate There should no longer be any jealousy or feeling of un- 
ceitainty as legards the rediscount of bills by jomt-stock banks with 
the Eesezve Bank , and if, as we propose elsewheie, the published 
late of the Beserve Bank is its late for the rediscount of fiist class 
-tiade bills, which will be its lowest opeiative late, the money 
market as a whole should gradually come to take advantage of this 
late as a natural practice in lieu of the present crude method of tak- 
ing advances against secuiities at a highei rate for shorten periods 
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THE BANEIHG SYSTEM AND THE AIONEY AIAEKET— 

{contd ) 

The Reserve Bank — Its necessity 

605 We have had fiequent occasions in the preceding chapteis 
to stiess the necessity foi a cential banking institution ni India 
foi seeming the development of the Indian banking and ciedit 
system on a sound and piopei basis Some of the Provincial 
Committees have also recommended the eaily establishment ot 
the Reserve Bank the rnauguratron of which was recommended by 
ihe Royal Commission on Cuiiency and Einance five years ago 
It IS the unanimous opinion of all authorities on the subject that 
the first step to remove many of the defects in the existing system 
is to bring the Reserve Bank mto being The foreign banEng 
•experts went so far as to say that it is one of our principal duties 
to recommend that the Reoerve Bank should be established m 
India as soon as possible and that this institution should be free 
from political influence We agree with the Royal Commission 
on Indian Curiencv and Einance, 1926, that the existuig system 
•of control of currency and credit in India which is in the hands of 
Government and the Imperial Bank of India respectivelv is defec- 
tive, and we are convinced that no substantial progress is possible 
unless and until the control of credit and currency in India is 
placed in the hands of a single authority We accoidmglv con- 
sider it to be a matter of supreme importance from the point of 
view of the development of banking facilities nr India, and of her 
'economic advancement generally, that a Central or Reserve Bank 
bhould be created at the earliest -possible date The establishment 
-of such a bank would by mobilization of the banking and currency 
reserves of Indra in one hand tend to increase the volume of credit 
available for trade, industry and agricultuie and to mitigate tlie 
evils of fluctuating and high charges for the use of such ciedut 
caused by seasonal stringency 

Proper tote of Reserve Bank 

606 The question whethei the details of the constitution of a 
■Reserve Bank came within the purview of our committee has been 
open to doubt from the outset of our deliberations, and the Ohair- 
■man has been asked to give a ruling on the subject on more occa- 
sions than one The object with which our Committee was ap- 
pomted was stated in a circular letter issued by the Government of 
iidia to the Provincial Governments on the 3rd April, 1929, in 
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llie io]]o\A’ixig teims which weie taken from a statemeni, made by 
the Hon’ble the Pinance Membei in the LegislatL^'e Assembly 
“The loimation ot a Central or Eeseive Bank is desirable in oidei 
that India may be equipped with a mechanism foi the contiol of 
cuiiency and credit on the lines appioied b}’^ modem expeiience 
At tJie same time the Goi^emment can only proceed subject to then 
being satisfied as to two conditions tnst, that the oiganwation 
of the Bank is secuiely settled on sound lines, and secondl\ , that 
thcie D- a measuif of geneial suppoit among the lepiesentatives of 
public opinion foi the pioposals Full advantage should be taken 
of any inteival which may occui betoie tliesc conditions aie ful- 
filled and the time is again iipe foi leviving the pioiiosals for a 
Beseive Bank by inaugurating an enqunv into the general banking 
oiganization of the countiy which is intimately connected with the 
question ot a Cemial Bank For a Central Banlc is essentially 
the Clown of the whole structiiie of banking m its widest sense, 
and if it IS well designed to meet the piactical requirements of the 
country it must be adapted to the banking organization of the 
countiy on wdiich it should rest View^ed fiom this angle, a bank- 
ing enquiry will be of value in thi owing light on the actual situa- 
tion thioughout the countiy and m msti noting public opinion as 
to the main lequirements “ 

On the othei hand, the terms of reference to out Committee 
did not specify its functions m regaid to the Beseive Bank In 
February last, when the proceedings of the Indian Bound Table 
Conference weie published in India, it w'as found that there had 
been general agieement at that Conference that “effoits should be 
made to establish on sure foundations and free fiom aiij political 
influence, as early as may be found possible, a Beserve Bank which 
will be entrusted with the management of Indian curiency and 
exchange”, and that His Majesty’s Government had expressed the 
view that this matter was one of those w'hich “will have to be 
provided foi somehow in the new Constitution” In view of these 
■\aiious consideiations, it was ruled by oui Chanman that it was 
foi the frameis of the Constitution to decide what steps should 
be taken to ensure the condition envisaged that the Bank should 
be on a sure foundation and free from any political influence, and 
he ruled out of discussioii by oiu Committee questions bearing on 
that point, e q , (1) whether the Bank should be a State Bank 
01 a Shaieholdeis’ Bank, and (2) what should be the composition 
of its duectoiate In older, however, to arrive at a basis on which 
our recommendations about the working of the Beserve Bank and 
its relations with the Money Market should be formulated, we 
unanimously agreed to proceed on the following assumptions — 

(1) The Beserve Bank would be established by an Act of 
the Indian Legislatuie 
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(2) Tlie capital of the Bank would be piovided by the State, 

(3) The Bank Avould be under Indian contiol, and 

(4) The Bank would be free from mterfeience fiom execu- 

tive 01 legislatuie (Indian or Biitisb) m its day-to- 
day ariministiation 

3t must be cleurl} undeistood that all the lecommendations m 
oui lepoit which envisage the establishment of a Beseite Bank 
die ba'^ed on these assumptions We may add in thi^ connection 
that the foieign experts have expressed the opinion that a Beseive 
Bank can be lun on sound lines whethei it is foimed as a State 
Bank oi as a Shaieholdeis’ Bank, piovided that the Bank is kept 
flee from inteifeience by Government in its daih admimstiation 


Some Peovisions of the Eeseeve Bank Bill of 1928 examined 


607 The two principal tasks ot the Eeseive Bank will be to 
mamtam the international value of the rupee and to control the 
credit situation m India, which would include the rate of mterest 
at which ciedit would be available to tiade and mdustry It has 
been suggested to us that the piovi<5ions of the Bill of 1928 aie 
not quite satisfactory so far as the Eeseive Bank’s task of 
regulating internal credit is concerned This difficulty arises fiom 
the fact that the Bill does not take fully into account the absence 
of a well developed and extensive bill maiket m India We have 
used the word ‘fully' advisedly, for the frameis of the Bill have 
recognized that the financing of industiy and the movement of 
crops m India is at present effected mostly by cash credits and not 
by bill'^ Thev realized that it would be difficult for the Eeseive 
Bank to assist other banks in piovidmg the necessary credit facilities 
without some temporaiy provision foi permittmg it to grant loans 
and advances on the security of the promissory notes of scheduled 
banks, supported by documents evidencmg title to goods which have 
been transferred, assigned, hypothecated oi pledged to any such 
bank as security for credit granted for bona fide commercial oi tiade 
tiansactions or for purposes of financmg seasonal agricultural opeia- 
tions or the maiketing of ciops We consider that this provision is 
only a partial lemedy to the existmg situation In the first place, 
the number of member banks would at the outset be only about 60, 
of which 18 aie exchange banks mostly unconnected with argicul- 
tuie and inland tiade In the second place it is not inconceivable 
that owing to the absence of an extensive bill maiket in India vlnch 
would oidmaiily enable the Eeseive Bank to enfoice its ciedit 
policy by its operations theiein, the Egseive Bank may have to 
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fellow instead of contiollmg the membei banks with legaid to the 
inteiest lates m the countij in the busy season As a lesult, the 
position in India aftei the Eeseive Bank is established niay diliei 
little fiom what it is to-day, and the wide lange of mteresi, lates 
caused by the slack and the busy seasons may stiU continue to the 
detiiment of the economic life of the country Owing to these 
cousideiations, we agiee with the foreign banking experts that 
additional pioMsion should be made in the Eeserve Bank Bill enab- 
ling the Bank to make loans and advances on the security of 
movable goods, waies and meichandise, as well as agamst the 
warehouse waiiants oi waiehouse receipts repiesentmg such goods 
Tins provision may peihaps b’e ciiticized as likely to encourage too 
much competition between the Eeserve Bank and the other com- 
meicial banks in the country We agiee that the Eesen’e Bank 
should not ordinaiily compete wuth commeicial banks for profit, but 
in our opinion it ought to be in a position to opeiate m the open 
market and compete wuth the commeicial banks so as to make its 
policy effective We contemplate that the Eeserve Bank need not 
necessaiily avail itself of this piovision to a large extent, but the 
meie fact of its existence wall enhance its influence on the level 
of interest lates AVe might also diaw’ attention to the fact 
that a number of the lecent modifications to the South African 
Eeseive Bank Act have been on the aboie lines, the object being 
to rendei its woiking more effective 

608 We have mentioned m paiagiaph 430 that we contemplate 
the introduction of rupee impoit bills as a possible and desirable 
future development of the Indian bill market When this develop- 
ment takes place, we think it necessary that the Eeserve Bank 
should have powers to puichase, sell and lediscount such bills The 
piovisions of the Bill of 1928 confined the business of the Eeserve 
Bank to the purchase, sale and rediscount of bills of exchange and 
piomissory notes drawn and paj'able m India As lupee import 
hills would be drawn out of India, w'e sugeest that the Bill should 
he amended so as to omit the condition that the bills should be 
diawn in India 

609 We have consideied the piovision in the Bill which 
restricts the total holding hy the Eeserve Bank at anv time of 
agricultural bills of a maturity longer than three months to one- 
foiu-th of the total face value of all hills including promissory 
notes, purchased oi rediscounted by the Bank up to that time 
It has been suggested to us that this limit, coupled with the compara- 
tively small volume of bills in the Indian Money Market in the 
present circumstances, may operate as an undesirable impediment 
in the way of the Eeserve Bank giving the full financial assist- 
ance required by agnculture which is the chief industiv in India , 
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and that it be useful to have another ovei-nding maximum 
so fixed as to take into account not only the need for liquidity of 
the Eeseive Bank’s assets but also the essential leqmiements of 
agiicultme W e have lecommended a scheme for bringing a laige 
body of indigenoub bankeis into tne Eeseive Bank system If 
that scheme Meie earned out, we believe that a greater pioportion 
of the agiicultuial population would come within the purview of 
the Eeserve Bank s opeiations than would be the case if the 
Eeseive Bank dealt onlj with the ]omt-fatock banks and XMovincial 
co-opeiatne banks as contemplated in the Bill Conditions for 
extension of the bill maiket would then be cieated^ and the indi- 
genous bankeis vhose knowledge of local and tiade conditions must 
foim the basis of good bills, would be enabled to piovide the com- 
meicial banks and the Eeseive Bank vith a giadually in ci easing 
numbei of genuine tiade bills Eaitly foi this leason and partly 
because we have suggested the extension of the poweis of the 
Eeseive Bank to giant financial facilities not onlj by puichase 
and lediscount of bills but also by giant of advances against goods 
and vpaiehouse leceipts ve do not think that the iimt prescribed 
in the Bill of 1928 will opeiate as a handicap to the agiicultural 
industiy when the anangements contemplated by us have fully 
been developed To avoid any possible inconvenience to the industiy 
at the early stages of the pioposed anangements, however, we 
lecommend that if the limit piesciibed in the Bill of 1928 is at 
any time less than the sliaie capital of the bank, the total face 
value of agiicultiiial bills oi notes puichased oi lediscounted bv 
the Eeserve Bank maj', at the discretion of that Bank, go up 
to the amount of the share capital 

610 As India is piedominantly an agiicultuial country it was 
piowded in the Bill that, while commeicial bills purchased or 
lediscounted by the Eeseive Bank should be such as matme within 
90 days of the date of such pui chase oi lediscount, the curiency 
of agiicultuial bills might extend to 6 months It was expected 
that this piovision would enable the Eeseive Bank to give all the 
facihties lequned in connection with seasonal agricultuial opeia- 
tious 01 the maiketmg of ciops We considei the piovision 
adequate so fai as the maiketmg of ciops is concerned But 
seasonal opeiations in India extend over a longei peiiod than six 
months On the othei hand, as oidinanly the Eeseive Bank 
will only puicha^je oi lediscount agiicultuial bills fioin membei 
banks, it might be expected that these banks would hold the bills 
foi a certain peiiod of their cuiiency Talang both these con- 
sidei ations into account, we recommend that the iieiiod of six 
months foi agncultuial bills m the Bill of 1928 may be extended 
to nine months as being moie suitable to meet the conditions of 
agncultuie in India 
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Gil -Theie aie a few miscellaneous amendments wliicli we 
have to suggest in the Bill — 

(i) The Bill empowers the Eeseive Bank to act as agent lor 
the Secietaiy of State m Council, the Goveinoi Geneial m 
Council 01 an} local Government in legaid to various tiansactions 
IVe consider that the Bank should also be jieimitted to act as 
agenr loi any Indian State that may desiie to utilize the seiiices 
of the Eeseiie Bank foi that pm pose 

We haie considered in this connection a suggestion that has 
been made to us that the Eeseiie Bank should be peimitted to 
act as agent ioi member banks in the same way as it is empowered 
to act as agent tor central and piOMircial Governments, and that, 
in addition, the Eeseive Bank should also undertake to act as 
agent in any place outside India foi member banks and to sell 
foreign cuirency oi pay out in foieign cuiiency on then behalf, 
to collect bills in foieign countiies and to accept against adequate 
secuiities in India bills drawn by oi on behalf of member banks 
The foreign banking experts have objected to this extension of 
the task of the Eeseive Bank m the following extiact from their 
lepoit — 


"We fully agree with the opinion expressed by the Joint 
Committee of the Legislatne Assembly, to which the 
Eeseive Bank Bill was lefeired In their report of 
the 18th August 1927, they wrote on page 3 against 
sub-clause (13) — 

‘We think that the power of the Eeserve Bank to 
open accounts and act as agents of other banks 
should be restricted to central banks which are 
the principal currency authorities in their respec- 
tive countries and among which we include the 
Federal Eeserve Banks in the United States of 
America ’ 

We consider tins the light conception in accordance with 
the practice in most other countries Especially with 
regard to the foreign exchange business of the 
Eeseive Bank, w^e see gieat objections to the Bank 
acting as agent for member banks, using part of its 
holdings in foreign cuiiency and doing acceptance 
business on behalf of these membei banks The 
activitie-- of the Eeseive Bank in the held of foieign 
exchange must on principle be restricted to what is 
necessary foi performing its principal duty, ? e , to 
keep the currency of the country at par with gold, 
m any case at a value between the upper and the 
lower gold points It would be dangerous in our 
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opinion to encioacli upon this prmciple by inducing the 
Eeseive Bank to place pait of its foreign assets at the 
disposal of meinbei banks on behalf of their foreign 
exchange business ” 

We agiec with the foieign experts that the proposed extension 
of the actiMties of the Eeseive Bank is undesirable We wish 
to add the additional reason that both the Eoyal Commission on 
Indian Cuiiency and Einance, 1926, and the Bill of 1928 contem- 
plated the Eeseive Bank operating in the open market only when 
such a comse was necessary for making its currency and credit 
policy effective, and that to impose an obligation on the Bank to 
■call}' out agency functions on behalf of member banks might make 
it necessary for the Eeserve Bank to be in the market even when 
it was not required for the enforcement of its policy The fact 
that the suggested provision will only be permissive does not take 
away the foice of our argument 

(u) Piovision has been made in the Bill enablmg the Eeserve 
Bank, subject to certain limitations, to purchase and sell securities 
of the Government of India or of a local Government or of a local 
authoiity in Biitish India In addition to these securities we 
lecommend that if any securities were issued with the guarantee 
of Government both for capital and interest, the question of in- 
cluding them in the list of securities eligible for purchase and sale 
by the Eeserve Bank should be considered 

(ill) The powers of the Eeserve Bank to borrow money are 
hinted to the amount of the share capital of the Bans: "We thmk 
the limit should be extended to the share capital and the reserve 
fund of the Bank 


Schedule of Member Banks. 

612 The Bill of 1928 included a schedule of banks that weie 
entitled to ceitam rediscounting facilities from the Eeserve Bank 
in return for ceitam obligations imposed on them The most 
important of these obligations is that a scheduled bank should 
maintain with the Eeserve Bank free of mteiest a certain prescribed 
balance based upon the demand and the time liabilities of the bank 
to the public in India As the necessity of these deposits has 
been questioned in certain quarters, we give below an extract from 
Mes'Jis Premchand Eoycliand and Sons’ Annual Market Eeview 
for 1927 — 

“A great deal of the objection arises out of the fact that' 
the public have not yet clearly apprehended the way 
ill which the holdings of bankers’ balances by statutes 
helps the Central Bank effectively to control credit 
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‘ Expenses of a jomt-stock bank in canying on its- 
business, apait fiom salaiies paid to its employees,- 
rent of offices, etc , aie the loss of mterest it suffers 
in lespect of that pait of its lesonices — called cash 
lesenes — which is ke^it as a non-inteiest-beaiing 
balance with the Keserve Bank or in the foim of 
cash The sinallei these ^eseives aie, the gi eater is 
its piofit The banks theiefoie aim at limiting then 
cash leseiwes to just so much as m their opinion^ 
must be kept in this liquid form to meet then cuiient 
engagements Supposing the ]omt-stock bankei is 
satisfied that a cash leseive of 17-1 per cent of his 
cuiient liabilities is sufficient to meet Ins cuirent 
engagements, and supposing that the Beseive Bank 
Act compels him to keep 1 \ per cent of his cuiient 
sight liabilities as a balance n-ith that bank, he would 
hold in his vaults 10 pei cent in cash Ever\' tune 
the cash in his vaults decreases below this limit, he 
mil be auMous to lestore the position and that he 
can best do by obtaining the necessary cash through 
le-discounting some of his bill poitfoho with the 
Eeseive Bank, oi taking some advances fioin it against 
appio\ed secuiities In no event, however, could the 
' baukei allow his cash balance to mn down to any- 
wheie neai the 7^ per cent which he is compelled to 
keep with the Beseive Bank The smaller theiefore, 
the inaigin between what he has to keep as 'a leserve 
balance with the Eeseiwe Bank and the amount of 
the total cash leseives on which he is woiking the 
gieatei the lilmlihood of his having recouise to the 
Eeseive Bank for facilities and the greater therefore, 
the Eeseive Bank’s power to enfoice its pohcv ” 

Sn Osboine S'mith, with vhom we discussed the matter, 
consideis that it is absolutely essential to the control of ciedit 
that the exchange banks and the othei member banks should keep 
an adequate and substantial peicentage of their time and demand 
liabilities with the Eeseive Bank and that this is a piimarw reason 
wliv the central banking institution is debarred from doing oi dinars 
banlmig business We agree with these views and we do not 
suggest any change in the iiiovisions of the Eeserve Bank Bill of 
1928 in this mattei 

613 The Bill of 1928 provided for the grant of ledwcount 
facilities to pio’ ircial co-opeiative banks but did not place any 
obligation on these banks to maintain inteiest-fiee balances vitli 
the Beseive Bank In paiagiaph 140 ve have suggested that a 
number of indigenous bankers who confine then activities to 
banking proper should be brought within the Eeseiwe Banking 
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system and that some concession should he given in legaid to the 
maintenance of fiee balances bj" such bankeis We suggest that 
these matteis be piovided foi m the Keseive Bank Bill 


Beserve Bank Policy and Belations between the Beserve 

Bink and other Banks 

614 It can haidly be expected that the cieation of the Beseive 
Bank will be uiiivei sally welcomed by the existing institutions 
Its piivileges as Goveinment bankei, its fiee funds piovided laigely 
by the othei banks its potential competitive capacity, and its 
contiol of the note I'^sue, will all tend to engendei in the eaily 
stages at any late a feeling of suspicion against it, and to delay 
that unification oi, and co-opeiation between, the vaiious sections 
of the money market which is the ultimate object underlying its 
establishment. It is essential, theiefoie, that fiom the time of 
its inception it should diiect its policy towaids gaming the con- 
fidence and willing suppoit of the existing banks so that if and 
when contiol mai become desiiable oi necessaiy to the temporary 
disadvantage of am section of the maiket, such control may be 
exeicised and leceived without anj feeling of antagonism or ill- 
will In the initial stages, theiefoie, piactically everything will 
depend on the management of the Beseive Bank The transfer 
of the Cto\ eminent balances fiom the Impenal Bank of India to the 
Beseive Bank and the working of the provisions regarding main- 
tenanre of fiee balances by member banks with that Bank, will 
hare <0 be effected with the gaeatest possible care in older to avoid 
am disturbance in the banking machinen^ of the country 
We agiee with the oft-expiessed opinion of the foreign 
expel ts that the ':atisfactoiy wmking of the Bank must 
depend finally on its harnng fiist class men m charge of its 
affans In the couise of oui conversations with these experts there 
va'= at times some diffeience of opinion as to whethei ceitam legu- 
lations 4iould be piescnbed bv law oi should be left to the discietion 
of the management The geneial opinion of those expert.s who 
hare had woiking expeiience of Beseive Banks m othei parts 
of the woikl was to leave as much as possible to the manage- 
ment , in other words to allow banking practice to develop on 
convention lathei than on legislation Possiblv we ourselves, in 
our anxiety to complete the detailed plans of the Beseive Bank, 
hare suggested legislation on points which might be considered un- 
necessaiv in othei cormtiies Our desire, however, has been to 
indirate further details of policy foi the guidance of the authorities 
of the Beseive Bank, the caiTying out of which will at all times cab 
for tact srunpathv and rindeistandmg on the pait of the executive 
Oni object is to make the existing machinery of banlnug and finance 
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lun more smoothly for the geneial welfare of the community, from 
the humblest ryot to the largest industrialist, and this will not 
be possible if the Eeserve Bank is looked upon as an enemy or 
a parasite which is only to survive ai the cost of existing institu- 
tions It may be inevitable at first that the Bank wuil be looked 
upon as an engrafted and extiaueous body, but if its policy is 
directed on the light lines, it should not be long before it is 
regarded as a natural and healthy giowdh which has evohed 
fiom and for the benefit of the lianlnng system of the country 
us a wdiole 
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THE BANKING SYSTEM AND THE AIONEY MAEKET— 

(contd ) 

Miscellaneous 

616 We shall deal m this chaptei with ceitain miscellaneous 
matteis i elating to the Indian banking system 

A Bankers’ Association 

616 Witnesses have suggested ’that there is no co-opeiation 
beBieen the Impeiial Bank of India and the othei ]oint-stock 
banks in the countiy, and that it would be to the advantage of 
the banks if a Bankeis’ Association weie foimed by the Impeiial 
Bank on the lines of the Exchange Banks’ Association wheie 
questions affecting the common mteiests of banks, including the 
Impeiial Bank of India, could be consideied The Managing Gov- 
cinoi of the Impeiial Bank of India, on the other hand, 
has stated that theie is co-opeiation lietween the Impeiial 
Bank and the othei jomt-stock banks and that leading officers 
and diiectois of most of the joint-stock banks discuss in the 
most friendly maiinei matteis of common inteiest with senior 
executi\e officers of the Imperial Bank His own opinion 
Is that this lelationship between the Imperial Bank and the 
uChei jomt-stock banks is preferable to what would exist were a 
Bankers’ Association foimed, of which all would be members He 
has added that such an Association, when the time is iipe for it, 
should be confined to banks of more oi less equal standing doing 
similar business and having the same problems to face If the 
Imperial Bank of India was a member, that bank would, in liis 
•opinion, dominate the delibeiations of the Association to an 
undesiiable degree, with the result that the healthy development 
of tire smaller banks by then own eifoits would be retarded 

617 The United Piovmces Banking Enquiry Committee have 
strongly urged the formation of provincial bankers’ associations 
with blanches in important towns, of which not only the jomt- 
stock banks but the indigenous bankeis should be members 
The piincipal object of such an association would be to enable 
banks and bankeis to arrive at a better understanding of their 
common problems and interests The association would also take 
steps to collect information regarding the practices m various 
miikets lelaling to hundis and so far as possible to standardize 
them 


( m ) 



428 


CHAPTm XXIII 


Exchange Banks’ Associations. 

618 The Exchange Banks have organized themselves into Asso- 
ciations at all places and such Associations exist m Calcutta, 
Bombay, Madias, Eangoon and Kaiachi Any bank, Indian oi 
ioieign, IS eligible foi membeislup of the Exchange Banks 
Association, piovided it does exchange business and is willing to 
subscribe to the lules and legulations of the Association The 
object of the Association is to maintain a unifoim standard for 
certain loiitme opeiations, to secuie hainiony in the conduct of 
business and to safeguard the lights of its membeis The Asso- 
ciation now comprises not only the British exchange banks but 
also other foreign banks but no Indian joint-stock bank tiaii'^acting ' 
exchange business is at present a member of the Association 

Indigenous Bankers’ Association. 

619 The Bombaj^ Committee report that there aie dweise castes 
and classes ot indigenous bankers and that in certain laige centres 
they ha\e their associations Witlim its own sphere, each of 
these associations conducts its business on well defined hnes and 
IS governed by its own regulations Questions of common inteiest 
aie considered at meetings of such associations where membeis' 
diifeiences, and disputes regarding business matters, aie also 
settled Membeis of one association ham dealings with those of 
another, but there is no organization for the interchange of intelli- 
gence concerning tire credit position of constituents, for the enun- 
ciation and adoption of policA'^ and methods of ivork, oi foi the 
regulation and promotion of mtei-shioff business It has been 
suggested to the Bombay Committee by witnesses that a central 
association of indigenous hankers should be foiined at each impoit- 
aiit centre 

xVllCndia Bankers’ AssocimoN 

620 We ham already referred m Cliaptei XIX to the cieation 
of an all-India Bankers’ Association Such an Association should 
be inaugurated as early as possible and should include as members 
not onlj’^ the joiiit-stock banks but also the exchange banks, the 
Imperial Bank of India and the indigenous bankers We suggest 
that theie should be two limds of membeislup, namely, full mem- 
beisliip and associate membership The former would be open 
to those hanks and hankers enjoying lediscount facilities 
from the Beseive Bank The lattei ivould comprise the lest 
of the banks and bankeis and there would be transfer 
from one class to the otliei depending upon the membei’s 
lelations with the Be=ene Bank Such an association should 
be able to do most valuable work in the diiection of 
impiovement of standard, ehiniiiation of elements of weakness, 
and fostering the combination of sraallei banks into larger units 
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AA^hat the constitution of such an association should bo may be 
left to the banks and bankeis concerned to settle We aie paiti- 
culail}' anxious that the nidn>enou‘^ bankei should be biought into 
line with the othei oiganized banking institutions, and we can 
see no bettei method of achieving this puipose than by including 
them m one single association with othei banks 

621 The association w'hicli we Jiave lecommended must have 
an all-lndia centie foi its opeiations We lealize that a' cential 
bod} woiking at its headqiiaiteis w'hich may be lemoved fiom 
some ol the piovinces may not be able to deal with all the local 
pioblems that may aiise Foi this puipose, the all-India Associa- 
tion amII piobablv lequu’e provincial blanches to consider problems 
of local interest, pioblems of all-India importance being dealt with at 
headquaiteis Both m the all-India Association and in the pro- 
vincial blanches, the system of woiking by committees may be 
found most convement 

Exchange Brokers’ Association 

622 In Calcutta there are two Exchange Brokers’ Associations, 
one Euiopean and the othei Indian, and the exchange business of 
the exchange banks is restiicted to membeis of these two Brokers’ 
Associations When an Indian exchange broker dies, his place 
IS said to remain vacant, but this practice, we are told, has been 
adopted at the desne of the Indian brokers that they should limit 
then numbeifa In Borabav, theie is only a Euiopean Exchange 
Brokers’ Association, and m the case of Indian brokers, though 
thev have been asked bv the exchange banks on several occasions 
to form an Association of then owm, theie has been no piactical 
result in that direction The exchange banks, theiefoie, cany on 
then business with the Euiopean Exchange Brokers’ Association 
and also with such Indian brokers as are on the approved hsts 
of these banks, business being conducted m both cases under the 
same rules Both Euiopean and Indian brokers aie required to 
make a deposit of Es 10,000 eithei m cash or in Government 
'securities, as a guarantee of ratification of contracts, and the 
brokeis are, therefore, called deposit brokers The exchange banks 
also do business wnth other Indian brokeis not on their approved 
lists but this business is strictly limited to other than exchange 
business 

623 A¥e consider that the existing arrangements under which 
there are more associations than one at the same centie are un- 
desiiable and that all engaged in exchange-broking should have 
one as'^ociation at each centie 

Clearing Houses. 

624 The part played b} the Imperial Bank of India m the 
conduct of the Clearing Houses has been referred to in a previous 
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cbi'pter We have leceived complaint^' that admission to the Clear- 
ing House IS closely guarded and that Indian banks find it extremely 
difficult to gam admission It is commonly believed that this 
state of affans is due to the fact that the majoiity of the membeis 
of the Clearing Houses are non-Indian banks The Managuig 
Governoi of the Impeiial Bank of India has, hov»evei, assured 
us that the complaints weie not well founded, that membeiship 
of the Clearing House m^olved gieat obhgatmns, that applications 
foi admission v,eie consideied on then me’ and that e\en in 
England the niimbei of mernbeis is only 30, olhei banks doing their 
clearing through these ten banks 

62a The Managing Governoi of the Imperial Bank of India 
has made the following suggestion in oidei to improve the present 
position — 

' ‘Every Cleaiing House should be contiolled by a body 
which some usually call the Clearing Bankers’ 
Association This body should be incoipoiated and 
liave Its own lules and it should manage the Clearing 
House 111 eieiy detail, it should have its own banker 
as should ever} member In India such a body has 
never been firmly embodied, its functions liaMng been 
largely performed by the Imperial Bank or its pre- 
decessors There has thus been confusion and, not 
infrequently, it has appeared that other banks have 
regarded then accounts iMtli the Imperial Bank of 
India as being nothing more than a part of the 
Clearing House and a means of settling then differ- 
ences in the clearing They appeal to have over- 
looked that in addition to the balance required to 
meet then clearing differences then balances should 
cover the work involved as in the case of an ordinary 
constituent and also the cash reserve which we 
must maintain to meet the lequnements of all then 
constituents In the interests of all concerned, I 
think the Association of Clearing Banks should be 
incorporated as soon as possible Another important 
reason is that in ite present positron the Imperial 
Bank might possibly be held solely liable in cases 
where the true liabrlity rests upon all the members 
using the Clearing House ” 

626 It may be mentioned in this connection that the Joint 
Committee on the Reserve Bank Bill considered the desii ability 
of making specific piovision in the Bill for empowering the 
Reserve Bank to supervise Clearing House business and came to 
the conclusion that it was haidly necessan to malm special pio- 
vision for this puipose as the supervision of Clearing Houses was 
so clearly a business of the Reseive Bank that it would ceitaiffi^ 
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undertake the obligation without special provision We agree 
with the conclusion of the Joint Committee 

We hope that m the meanwhile admission to the dealing House 
will be so legulated as not to give use to ]ustifiable complaints on 
the of Indian banks 


Statistics. 

627 We aie gieatly stiuck by the absence of jiublished statistics 
in legard to the opeiations of indigenous bankers We have also 
had occasion to refer to the position of the exchange banks, 
which aie not lequued to publish separately any figures relating 
to then oxieiations in India, though figures of then Indian 
deposits and cash balances aie as a matter of couitesy supplied to 
the Dnectoi General, Commeicial Intelligence, Calcutta, through 
the India Office, in a consolidated form foi all banks The Diiec- 
toi-General’s x)ubhcation, “Statistical Tables Eelating to Banks 
in India”, does not give all the details that are important from 
a banking point of view even m regard to jomt-stock banks Nor 
does it give any figures i elating to banks whose capital and 
reserve is less than Es 1 lakh The value of such figures as are 
published is also greatly discounted by the inordinate delay that 
the Department takes in bnngmg out the publication Eor 
example, the Statistical Tables foi 1928 were only available a fevr 
mouths ago We hope that when the Eeserve Bank is ef5tab’Iished, 
it will be one of the primary functions of that Bank to consider 
this cxuestion and to arrange for the compilation of proper statistics 
relating to the operations of banks and indigenous banker.'’ and for 
then timely pubhcation In the meanwhile, we would '-uggest for 
the consideration of Government that efforts should be made to 
obtain more complete statistics for the various classes of banlang 
institutions on the lines recommended bj^ us in our report and to 
publish them as early as possible so as to avoid the inordinate delay 
to which we have referred 
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General Position. 

62P Tlie development ol banking dejDends to a ^ eiy gieat extent 
on the giowth of the investment habit which in its turn depends 
on the earning capacity of the people, then will to save, the in- 
centive to save, and the facilities toi investment Some of the 
Piovincial Committees point out that the suiplus left with the 
agiiculturists, who constitute the bulk ot the population, is veiy 
httle even in normal years To the few wealthy agricultunsts, 
who have a surplus duiing prospeious seasons, laud or jewelleiy has 
gi eater atti action as a toim of investment than inteiest-beaiing 
bank accounts, postal cash certificates, Goveinment securities, or 
industrial stock Moreover, it appears from the ie]ioits of the Pio- 
Tincial Committees that money-lending is last becoming a particu- 
larly attractive form of investment to the agriculturists having 
surplus funds The landed anstocracv in seieial places is repoited 
to be far from solvent In aii'^ case, its viealth, consisting mainly 
of land, could add little to the capacity ot the capital-market of the 
country The other well-to-do classes, the commercial community 
and the salaried and the piofessional sections of the middle class, 
hav e the capacity as well as the will to sav e and they select such 
forms of investment foi their surplus as have special attractions for 
them The salaried class is on the whole content v^uth a low but 
assured income from investments and prefers to invest in post office 
•savings banks, postal cash certificates, or Goveinment securities A 
-considerable section of the well-to-do classes also prefers gilt-edged 
securities We understand, howevei, that owing to the fall in the 
value of such scrip during the last fevi^ veais tins foim of invest- 
ment has become less popular now-a-days These cautious and 
conservative classes of investors also deposit their savings with 
hanks 

629 The commercial community generally prefers to invest 
surplus funds m shoit-tenn deposits ot treasurv bills when those 
are available It also subsciibes to the share capital and deben- 
ture issaes of ]onit stock concerns It appears, however, that 
numbers oi merchants, and even certain classes of mdigenous 
bankers, invest then funds largely in the purchase and mortgage 
of land and building During the war boom period a good deal 
of money was invested by the commercial community m leal 
estate and although there has since been a slump m the value of 
property, land investment, which serv’^es as an unfailing source 
of credit in times of need, is still populai but at the present time 
funds available for such investment are limited 
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630 To the Muhammedan also, investment m land appeals 
the most The Koranic injunctions forbid interest The orthodox 
section ol the commumty is, therefore, deterred from investing its 
funds in interest-bearing deposits oi scrips Capital appreciation 
IS not, however, regarded as mterest, so that real estate is the only 
means of 'nvestment for that section We understand that mdi- 
vid lulls here and there and a small section of the mercantile and 
proiebsional classes leap over or creep under the ban on the taking 
of interest 

631 Next to land, jewellery is a form of investment common 
both to the rich and the poor, the town and the country Every 
year large sums are invested in ornaments and jewellery in every 
province To hold small savings m jewelleiy is a practice rooted 
in ancient custom and usage Various economic and social causes 
have influenced its growth In the earlier days, lack of banking 
facilities, of suitable means of investment ensuring safety, and 
of ready reahsabihty of savings, militated against the investment 
of savings for productive purposes and fostered the predilection for 
gold and silver ornaments The Hindu law of inheritance appli- 
cable to certain sections of the commumty which debars women 
from re'^eiving any shaie of immovable property has encouraged the 
practice of giving stndhan to women in the shape of gold orna- 
ments at the time of marriage 

632 With the spread of education and the mtroduction of the 
banking system, however, there has been a reduction in the expen- 
diture on ornament and jewellery Almost all the reports of the 
Provincial Committees bear testimony to this fact The Punjab 
Committee state that the repoits the\ received in regard to enquiries 
made on the subject, show beyond doubt that “the immemorial 
custom of putting savings, and also a propoition of borrowings, 
into jewellery is beginning to weaken For the moment the 
change appears more marked than it really is, since much of it is 
due to trade and agricultural depression But below this stiong 
surface current may be clearly discerned an under-current flowing 
in the same direction and generated by deeper and more permanent 
forces Amongst the latter are education, the rising standard of 
living with its greater demand for money and widei facilities foi 
investment” * 

It will be seen from this extract that the predilection foi orna- 
ments need not be regarded as inevitable It has been found to 
be susceptible to change and it may be expected that with the 
diffusion of education among the masses, extensive propaganda 
concerning the economic use of one’s resources and the invest- 
ments of one’s savings, and improved banking facilities, the expen- 
diture on jewellery would be stiU further reduced and a larger 
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feiiaie of tile people’s suiplus lendeied available foi augtiiieiitmg tbe 
baiiliing xesomees of the countiy 


Hoarding 

633 One of the iinpoitant factors having a vital beaiing on the 
development of the bankmg wealth of a country is the tendency of 
its people tow aids hoaiding Tbeie appears to be a general iinpies- 
Sion outside India, and even among ceitam classes within the coun- 
try, that fioni the leiy commencement of hei commeicial intei- 
couise v\ 3 th other countries India has imported considerable quanti- 
ties of gold Vv'hich have disappeared into hoards The vvoid 
“hoaidir.g” has, however, been loosely used by those who refer to 
the subject No attempt is made to distinguish between the lock- 
mg-up oi suiplu^^es in gold oi silvei bullion oi com and the in- 
dustrial use ot precious metals 

634 The piesent position in regard to hoarding m India has been 
investigated by the Piovmcial Committees But before we refer to 
then findings it would be desirable to recapitulate the observations 
made by some of the Cmiency Committees and Commissions 
appointed fiom time to time The situation as regards the charac- 
ter and extent of India’s demand for gold was summed up coiiectlv 
by the Babmgton Smith Committee (1919) m its report in the 
follow mg w’ords — 

“It has frequently been alleged that an undue proportion of 
the world’s gold supply is absorbed by India It must 
be remembered, however, that the pojiulation of India 
exceeds 315 million^, and that the use of gold (or, 
alternatively, of <?ihei) plays an important part m 
'social ceremonies sanciioned by religion and tradi- 
tion Piesents of gold or silver ornaments are ohh- 
gatoiv at wseddings and on other ceremomal occasions 
and this custom is supported by the practical consi- 
deration that a woman, whether Hindu or Moslem, 
who possesses gold and silver ornaments, or coins con- 
verted into ornaments, rs entrtled to hold them as lier 
personal property It has also always been the habit 
in India to use the precious metals as a store of value, 
and to hold savings m this foim , nor, until banldng 
and investment facilities hav'e been extended, and the 
habit of rising them has been acqniie'd bV the people 
of India, IS it easy to see in what othei foim savings 
can be accumnlated We 'do not, therefore, consider 
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that the quantity ot gold taken by India foi all piu- 
poses in the peiiod before the was dispiopoj- 

tionately laige in relation to hei economic conditions, 
and it must be assumed that so long as existing condi- 
tions pie\ail India will continue to lequue a consi- 
derable quantity of gold foi the purposes named 
above ” 

The following extract from a memorandum submitted to the 
■Committee by Sn Stanley Heed completes the picture — 

India IS still an illiterate country whose credit and banking 
facilities are miserably unorganized and where the 
practice ot holding small savings m gold and silver 
ornaments is centuries old Yet its normal demand 
for the industrial arts and for the satisfaction of the 
social customs of three hundred and fifteen millions of 
people, was met before the uar by about ten millions 
of gold annually The United States of America was 
reported recently to be absorbing a million sterling in 
gold per month for industrial purposes Yet no one 
says that the United States is a bottomless sink in the 
matter of her gold absorption It is stated that m 
England one of the most flourishing trades during the 
war was that nr cheap jewellery, m which form the 
working classes invested a substantial proportion of 
then increased earnings Every country in the world 
uses gold and silver for industrial and domestic pui- 
lioses, and it induces a sense of angay injustice to find 
that the Indian demand for the precious metals, for 
precisely the same purposes, is perverted into senseless 
hoar ding, specially when the history and conditions 
would justify a far larger gold absorption than the 
w^estein nations with their general literacy and highly 
organized credit systems can claim 

635 The External Capital Committee (1924), however, 
expressed its belief that India possessed a large share of poten- 
tial capital, much of which was locked up in bullion and jew^ellery 
They considered that the fact that the net imports of gold and silver 
since the year 1913 amounted to 482 cioies was evidence that 
large resources were still being hoaided I The Eoyal Commission 
on Indian Cunency and Einance, 1926, also stressed the point that 
India’s demand fci gold w^as not confined to monetiiy purpo-^es 


* Report of the Babmgton Smith Committee, para C3 
+ Report of Babmgton Smith Committee, Vol III, page 130 
t Report of the External Capital Committee, para 8 


2 C 2 


43G 


OHxiPTER XX1V\ 


and ihat she bad always absorbed gold and would probably continue 
to do so m large amounts for purely social uses In icco'muending 
the mtroduction of savings certificates payable in gold they slated 
that the proposal would attract “store-, ot wealth, great in aggre- 
gate, and at present lying wastefully iixCit, to their right function 
of meeting the needs of India for pioductive capital expenditure 

636 The question of absorption of gold by India has also 
recently come under the scrutiny of the Gold Delegation, appomt- 
ed, in June 1929, by the financial Committee of the League 
of Nations “to report upon the causes of fluctuations in the pur- 
chasing power of gold and then effect on the economic life of the 
nations” In its interim report; w^e find the followung reference 
made to the questron of acquisition of gold by India — 

“Drom time immemorial, the population of India has pur- 
chased very considerable quantities of gold Dunng 
the war years India wms unable to satisfy her needs 
and she consequently effected exceptionally heavy 
purchases about 1924 In the last four or five years, 
however, her demand has dropped back to between 
$80 — $90 million per annum — a rate of consumption 
rather less than that of the last pre-w'ai quinquen- 
nium We understand that attempts are being made 
to extend banking and investment habit m India, 
but we do not think it would be safe to anticipate any 
material reduction in the Indian demand for many 
years to come ”i 

637 It IS the opmion of most of the Provincial Committees 
that the extent of hoarding in the country is greatly exaggerated 
Only the United Provinces Committee states that “the average 
man usually insists on keeping his valuables in some secret hiding 
place” + A few" other Committees also refer to the tendency 
amongst certain classes, such as the aboriginal and nomadic tribes 
cmd zemindars in rural areas, to hoard, but the evidence recorded 
by most of them and the information collected in the course of 
the intensive enquiries made in rural areas in some of the provinces 
show that the practice of burving precious metals underground or 
otheiwibe putting them completely out of use is disappearing and 
that if there is any hoarding, it is in the sense of investment m 


* Report of the Royal Commission on Indian Currency and Finance, 1926, 
paragraphs 64 and 68 

t Interim Report of the Gold Delegation of the Financial Committee of the- 
League of Nations, pages 13 — 14 

% United Provinces, para 483 
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'ornaments and jewelleiy, the value of which pei head of population 
IS very small Theie is no evidence of hoarded gold in bars in 
private households iSToi has any one of the Banking Enquiry 
Committees constituted by the Indian States had evidence of hoards 
of consideiable magnitude m any State Only a few reports make 
icfeiences to the practice of investments of savings in gold and 
silver, wJilch cannot be called high 

638 Having exammed the question in the hght of the Informa- 
tion available to us, despite the absence of complete and reliable 
statistical infoimation, we see no justification for the widespread 
belie*' that IndiaThas absorbed and still absorbs an undue proportion 
of the wmrld’s go'd supply and that the accumulated tieasuie of 
centuries has been lymg in hoards buried deep in the ground or 
hrdden in the houses of the people In the days when life and 
propel ty were not sate and when bankmg facilities were not avail- 
able, hoarding was inevitable Social and economic conditions also 
influenced the predilection of the people for the piecioui metals 
Circumstances have, however, altered materially during recent 
years and there is little evidence of hoarding of precious metals in 
these days apart from the use of ornaments 

639 We have also tried to exafiaine whdtHer it is a fact that 
India does absorb more than her proper share of the world’s pro- 
duction of precious metals Approximate figures of the gold 
absorbed by India since 1493 were furnished by Mr Joseph Krtchin 
to the Hilton Young Commission m a table showing the con- 
sumption of the world’s gold supply and the world’s stock of gold 
money from 1493 to 1924, based on the returns to the Bureau of 
the United States Mint, with his own estimates for the gaps 
Erom this table, constructed as it was on the incomplete data 
available to Mr Kitchin, it would appear that of the world’s 
estimated total gold output valued at ^4,000 millions, India has 
absorbed approximately dG5o3 millions worth of gold, or 14 pei cent 
According to another table prepared by Mr Kitchin and placed 
before the Comimssion, India consumed 34 per cent of the world’s 
production of silver of which, it is estimated, nearly two-thiids 
maj" have been converted into ornaments or kept as store of wealth 
Considering that India’s population is roughly one-fifth of the 
world’s population, hei consumption of the precious metals can 
therefore haidty be said to be in excess of that of other countries 

640 The following statement shows the value of imports and 
exports of gold corn and bullion to and from India for a series of 
years, as given in the Eepoit of the Controller of the Currency 
for the year 1929-30 ^ 


* Report of the Controller of the Currency, 1929-30, page 60 
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CHAPTEIl 2.XIV 


Value of Im 2 j 0 )fs and E\}jOiis oj qdld coin and bidlion fa each gmn- 
quenimim (aierage) from 1900-01 to 1924-25 and for each of the 
official yeaii, from 1925-26 to 1929-30 

(Lakhs of Hs ) 



Imports 

Exports 

Net 

j imports 
orexpoits 
Import — 
[Export + 

A-verage for 1900 01 to 1904 06 

„ 1905-06 to 1909 10 

„ 1910 li to 1914 15 

„ 1915 16 to 1919 20 

„ 1920-21 to 1924 25 

1925 26 

1926 27 

1927 28 

1928 29 

1929 30 . . . 

15,07 

17.50 
29,92 
19,65 
36,46 
35,23 

19.50 
18,13 
21,22 

8,84 

6,75 

4,58 

6,23, 

7,74 

38 

10 

3 

2 

1 

-i-6,23 
4-11,76 
4-25,34 
4-13,42 
4-28,71 
-{-34, S6 
4-19,40 
4-18 10 

4 21,20 
4-14,22 


India’s impoits for the yeais 1922 to 1925 weie abnoimal The- 
figuies foi these yeais should, theiefoie, be lead ^Mth the figures 
foi the pieMous yeais when, owing to tlie embaigo, liei impoits 
fell It will be seen fiom the table that since the yeai 1925-26 
there has been a decline in the tendency to impoit gold , and we 
should like to lepioduce in this connection the follotving extract 
ftom the Eepoit of the Controller of the Currency for the year 
1929-30 

“The net imports (m 1929-BO) were 14 22 lakhs, seven 
cioies less than in 1928-29, a drop of practically one- 
thiid Out of this, only some five lakhs were tendered 
to Goveinment in accordance with the provisions of 
the Indian Cuiiency Act, as compared with t^o and 
a half cioies in 1928-29 As the gold tendered on ipii- 
va'^e account to the Bombay Mint for lefining 
(pracacally all of which is the output of Indian gold 
mines) amounted to 1,134,087 fine tolas m 1928-29 
and 1,211,813 in 1929-30, which may be roughly 
valued at 245 and 262 lakhs lespectivel/, the net 
piivate consumption of gold m India may be con- 
sidered to ha%e fallen from twenty-oiic cioies m 
192S-29 to sixteen and thiee-quartei cioies m the veai 
undet lepoit The low prices lealmed by India’s 
crops natuially leduced the surplus avaTable foi the 
purchase of the precious metals and later in the yeai 
the hea^T- fall m the puce of silver inci eased to a 
ceitaiii extent the demand for it instead of gold The 
low lates of exchange which prevailed throughout the 
year made the price slightly dealer Afait, hoio~ 
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ever, fiom these obvious factors there does ap2)ear to 
he a steady decline m India’s tendency to import 
gold for private use 

641 Mr Eitclun’s calculations and the latei figuies of the 
Contioller of the Cmiency do not suppoit the view that India has 
been absorbing more than iiei sliaie of the world’s supply of the 
piecious metals , and from the evidence which has been collected 
by the Piovincial Committees it appeals that almost the whole of 
her consumption is used foi ornaments or m the ait'- According 
to Ml Jiitchm’s calculations lefeiied to abo\e, no less than 30 
pel (till of the aggregate gold output of the woild vas consumed 
by Euiope and Aineiica for non-monetaiy puiposes Tin-, being 
fco, it 1 “^ hardly to bf uondeied that 14 pei cent of the woild’s 
gold supply taken bj India is absoihed foi similai puiposes 
It i-i necessary to mention m this connection ihat a portion 
of the geld IS lost by veai and teai of the ornaments, and that 
the annual wastage on tins account must be Inghei in India than 
in othei countiies on mg to the pecnliai customs connected with 
the use of the ornaments and then fiequent handling, lemakmg 
and leplacement foi vaiious ceiemouials 

Extension of ficilities for investment 

642 Although w^e doubt the existence of large hoards of wealth 
in this country, we should like to emphasize what we have already 
stated ill chapter XIX on the subject of the possibihties of deie- 
loping deposit-banking in this counti}’ The few existmg blanches 
of joint-stock banks and co-operative institutions in the cities as 
well as m the mofussil have been successful in drawing oui 
small “savings of small people in luban as well as rural areas A 
good deal, however, yet remains to be accomplished The man m 
the remote inteiioi has yet to be leached Slender savings of small 
men everywhere have yet to be garnered We have no doubt that 
if svstematic propaganda foi stimulating savings and cultnating 
the iniestment habit is carried on thiougliout the country and if 
the facilities foi investment aie extended, small men with savings 
would not be slow to lespond Ravings Associations founded on 
the lines of similar associations in Great Britain will undoubtedlv 
be of gieat assistance 'm carrying out sj^stematic iiiopaganda for 
the development of the investment habit and we have in the con- 
cluding paiagiaph of this chapter suggested the mauguiation of such 
oigani nations 

643 Various suggestions have been made by the Piovmcial 

Committees as to the measures that should be taken for the exten- 
sion of facilities foi the investment of savings in Post Office Sav- 
ings Banks, Postal Cash Certificates and Goveimnetit: Securitie': 
We sliall deal wuth some of the impoitant proposals in this chap- 
ter 

* Report of the Controller of the Carrenev, 1929 30, para 12 
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Post Office Savings Banks 

644 ITae Post Office Savings Bank is the most fai-i caching 
agency created for the piomotion of thrift Its principal object is 
to inculcate the habit of thrift among the working classes and the 
middle and lower sections of the community The majority of the 
depositors, however, belong to the professional classes and the in- 
telligent middle-class people The labourer, the peasant and the 
artisan have yet to be diawn to the portals of the post office savings 
bank in increasing numbeis 

645 The limits of deposits that can be made and the total 
balance that can be held by a single depositor are now Bs 760 
and Ks 5,000, lespectivelv, while the limit of balance in the 
accounts of minors is Bs 1,000 only Vaiious suggestions have 
been put forward foi raising these limits We, howevei, concur 
m the recommendation made by the Bombay Committee that while 
the ordinary limits should remain as at present, the limit in respect 
of minor accounts may be raised 

640 It is suggested that Post Office Savings Banks should open 
current accounts with or without interest and allow wnthdiawal of 
money bj cheques We do not favour this proposal except that 
we support the suggestion that persons having savings accounts 
should be allowed to operate on these accounts, and to make 
deposits by means of cheques, the proceeds of the cheques in the 
latter case being ciedited to the depositor’s account on collection 
The system may ue first introduced, as a tentative measure, in 
selected post offices and gradually extended as experience may 
justify Accounts may be allowed to be opened jointly in the 
names oi two persons payable to either 6i survivor It would be a 
gieat convenience if the depositor were allowed to name a nominee 
to whom payment of the deposit should be made m the event of 
his death The present procedure necessitating an examination of 
the legal position of heirs entails delays 

Postal C\sh Cebtificates 

64" There has been no marked increase m the issues of Postal 
Cash Certificates during recent years, as will be seen from the 
-table appended to Chapter H However, the amounts invested in 
these certificates show that they have been instrumental in draw- 
ing out a considerable amount of savings of small people to whom 
perhaps no othei means of investment would have proved attrac- 
tive 

It has been suggested that if a holder of these ceitificates were 
allowed to nominate a peison to ■whom the amount may be tians- 
feiied in case of death, their popularity could be increased We 
endoise the suggestion 

648 Opinion is divided on the question populaiizmg these 
certificates Some advocate more favouiahle terms to the invesioi, 


* Bombay, para 289. 
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wheieas otheis m"e that the vield of investments in these certi- 
ficates being highei than the lates of deposits oidinarily allowed 
by commeicial banks, these cash ceitificates entei into competition 
With banks and hampei the giowth of deposit-banking They, 
tbeiefoie, suggest the abolition of these ceitificates We are m- 
clined to hold that between these two extremes lies the golden 
mean. 

Savings Certificates payable in gold 

649 The Hoyal Commission on Indian Cuiiency and Pinance, 
1926, has lecommended the issue of gold savings certificates which 
could be sold for legal tendei money and be ledeemable, aftei three 
01 file yeais, eithei m legal tendei money oi in gold at the option 
of the holder Agreeing wnth the Commission that such certifi- 
cates would constitute a powerful incentive to investment, several 
Pioiincial Comipittees have supported this proposal The Com- 
mission have expressed the opinion that it would add to the attrac- 
tiveness of the certificates if the holder were given facilities to 
obtain pa 5 *ment on account of such certificates at any time during 
their currency at a discount reckoned at varying rates according 
io the date of encashment, but that until the date of maturity 
it worJd be paid in legal tender currency and not m gold We 
support these proposals" in principle, but we doubt whether it 
would be feasible to give effect to them under present conditions 

650 It IS suggested by the Bihar and Orissa Committee that 
a new type of gold certificate, which for want of a better name 
they call “stndhan certificate”, should be issued to women by 
tlie Post Office at the usual pure oi peihaps a slightly lowei price 
than the postal cash certificate t It is hoped that the incentive to 
earn mteiest may lead to the conveision of their superfluous orna- 
ments into such certificates We suppoit tins lecommendation in 
principle 

Government Securities 

651 It appeals that the facilities afforded by the post office to 
investors for the purchase as well as the sale of Government securi- 
ties and for their safe custody are not sufficiently known Under 
Section VI of the Post and Telegraph Guide, any person, whether 
pieviously a depositor m the Post Office Savings Bank or not, may 
invest through the Post Office in any loan issued by the Govern- 
ment of India bearing mteiest at per cent oi upwards' The 
total amount, after deductmg any sum sold through the Post 
Office, which may be invested thiough the Post Office by an indi- 
vidual inv'estor in any one official year fiom the 1st April to the 
31rt Mai;h incln''ive, is Es 5,000 

Investments m Government secmities can be made eithei fro'm 
money alieady deposited m the mvestoi’s Savings Bank account, 

* R.^port oti the Royal Cemmis^ion on Indian Currency aad Finaner 
paras 07 — 68 

t Bihar and Orissa para 186 
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or from Bioney specialty deposited foi the pmpose, oi paitly fionx 
the one and partly fiom the othei 

The Post Office also sells at the cuuent rate, and free of ex- 
penses, the whole or any portion of any Go^ eminent pioinissoij 
notes or stock ceitificates which maj ha\e been puichased foi 
him through the Post Office, whethei held by himself or held toi 
him bv the Deputy Accountant-Geneial, Posts and Telegiaphs, 
provided that the investoi is also a Savings Bank depositor at the 
time of application j and also that, if only a poifion is specified 
foi sale, tile balai.ie of secinities left after the sale i:> of the nominal 
, value of Ps 100 or a multiple of Ps 100 

An investor has the option of taking delivery of the Government 
promissory notes or stock certificates or of leaving them m the 
ciwtodv of the Deputy Accountant-General, Posts and 'J’elegiaphs 
Except in the case of investments in connection with public ac- 
counts 01 with regimental, police, or othei conjoint accounts, 
the total amount which inav^ be kept in the custody of the Deputy 
Accountant-General, Posts and Telegraphs, by an individual in- 
vestor w limited to Ps 22,500 in case of securities the inleiesi on 
which is liable to income-tax unless they aie retained in the custody 
of the Post Office This limit is exclusive of securities issued free 
of income-tax as one of the conditions of subscription tlieieto 

No fee, commission, or brokerage of any kind is charged for the 
purchase, sale, safe custodj' or delivery out of custody, of Govern- 
ment securities bought thiough the Post Office, or for the realiza- 
tion and remittance of interest on such securities So long as 
Government secuiities purchased thiough the Po'^t Office remain in 
the custod-j of the Deputy Accountant-General, Post^ and Tele- 
giaphs, the interest thereon is exempt from income-tax ^ 

We are of opinion that if wider pubhcitv is given to the facili- 
ties thus afforded, it may attract a larger number of small investors 

652 It has also been suggested that transactions in Govern- 
ment securities may also be encouraged if the aforesaid facilities 
are extended to small investors generally and not confined to those 
who are savings bank depositors We endorse the suggestion 

653 It has further beer, suggested that banks, too, may help 
letter than thev do at pre.sent m popularizing investment m gjlt- 
edged secuiities by i educing then chaiges for the pui chase and 
sale of scrips, collection of interest, safe custody and other services 
incidental thereto, and by offering easy terms for the purchase of 
securities in instalments as the Impeiial Bank of India does to 
promote new flotations The Bihar and Orissa Committee have 
stated that the chaiges levied by the Imperial Bank of India for 
buying ard selling secuiities are excesswe, being 50 per cent 
higher than those charged in England for similar -services ^ We 


’•‘Bi’.ar and Orissa, pnra 4''0 
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have no infoimation as to the charges le\ied by banks in England 
foi such sei vices AVe have been told by the Managing Go\einoi 
of the Imperial Bank of India that the chaiges levied by the Bank 
foi such services aie veiy leasonable foi the business done He 
has, inoieovei, uiged that it is necessary to take simultaneously 
into account all the chaiges made by banks foi difieient services 
lendeied by them foi keeping an account and that it would 
obviously be of little use to compare a "Single item out 
of many if one wished to compare the total cost of the ser- 
vices He has also pointed out that there is nothing like the same 
flee rnaiket for recuiities m India as m England We, howevei,. 
support the suggestion in pimciple and commend it fpi the con- 
sider ation of banks 

654 A suggestion has been made that inteiest coupous should 
be attached to Government bonds We understand that the issue 
of beaiei bonds was discontinued by Goveinment, as it was 
believed that they veie not popular We have, therefore, no com- 
ments to make 

Investment in Industri-il Securities. 

655 Investors foi this class of securities aie drawn from a verv 

t/ 

wide «.nde, including all classes of people from pimces and miilion- 
aiies to cleiks and shop-keepeis All over the world theie aie 
imestois wdio are not content with a low yield of interest on then 
investments though steady and assured They are not afiaid of 
taking the iisks oidinaiily attendant on the investment of funds 
m stocks of industrial concerns and subscribe freely to the shaie 
capital and debentuie issues of concerns which offer the piospect 
of a higher yield than that of gilt edged securities and also of 
capital appreciation In noimal times no difficulty is experienced 
111 India in finding capital foi ]omt-stock concerns, provided there 
IS a reasonable guarantee of good piospects and efficient manage- 
ment The statistics conceining joint-stock companies in India, 
as given m the Government Publication No 2212 (1930), show 
tin'll ill the jeai 1928 there were in existence .5,831 jomt-stock 
companies with a paid-up rupee capital of Es 276 cioies These 
figuies are exclusive of companies with capital in pounds sterling 
01 other cuiiencies There is, however, no regular investment 
market in the country Investment banking institutions with 
an oigamzation for investigation into the meiits of ludustrul issuer, 
for underwriting such issues and for marketing the secniities, are 
as vet unknown Such institutions can, if founded, assist materi- 
ally in the flotation of sound concerns, give a ready maiketabilitv 
to then secuiities and inspire public confidence in such, forme of 
inv’estment 

There aie, however, stock exchanges at Bombay, Calcutta and 
Madias, which play a useful pait in directing the flow of capital to 
industrial enterprise, by providing a market for the purchase and 
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‘^ale of rpcoginzed sciipb No leguiai stock excLange exists in 
provinces other than the three above-mentioped The “want of an 
exchange must seiiously handicap joint-stock enterprises as well 
as investois, but unless there is sufficient business no exchange 
can be established In the absence of local exchanges, however, 
The existing banks and then blanches, including co-opeiatiie banks 
and other financial organizations such as the loan offices, the Chit 
funds and Nidhis, may render useful service by undertaking the 
work of buying and selling stocks and securities for their customers 
on a commission basis 

Debentures. 

65b It lias been represented to us by some of the witnesses 
that for various reasons debenture issues of industrial concerns are 
not popular in this country We consider, however, that it would 
be more correct to say that then popularity is limited to a small 
-class of investors which is not interested in more speculatne imest- 
ments As a rule debentures charged on good undertakings and 
"fielding a sufficiently attractive return appeal to command a good 
puce The demand for them Mould naturally vary with the ebli 
and flow of prosperity in the industries concerned It would also 
be influenced by the standing and reputation of the firms of manag- 
ing agents 

657 We are told that the initial stamp duty on debentures and 
the duty on transfers, to a certain extent, also militate against the 
ready negotiibihty and, therefore, against the popularity of the 
debentures of industrial coiiceins The Calcutta Stock Exchange, 
however, do not consider that the question of initial stamp duty, 
•uffiich IS per cent, has any bearing on the popularity or otherwise 
of debenture issues The transfer duty now vanes in different pro- 
vinces from annas eight to annas twelve per cent, the same as for 
share transfers We recommend that it mav be reduced to a 
uniform duty of annas four per cent Foinierly, bearer deben- 
tures did not find favour uitli the investing public cvnng to the risk 
of loss, but we are infoinied that noM- they are more m vogue, the 
fact that then transfer does not entail additional duty being an 
attraction 

Insurance Comp\nibs 

658 Life insurance is an important factor influencing the deve- 
lopment of banking Not only does a life insurance company 
perform a service similar to that of a savings bank m stimulating 
savings hat it aNo assists in mobilizing the savings of the people 
and tiansfeiimg them from individual savers to borioMers, includ- 
ing Government, public bodies and industrial corporations Life 
insurance is thus one of the forms of investment which needs to 
'be encouraged and developed 

659 The benefits of the post office insurance fund are available 
only to Government servants or servants paid from local funds 
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It lias been suggested that postal insurance should be ei^tended- 
to the general public In view of the existence of a laige number 
of local hfe insuiance compames, which aie doing useful w’^ork in 
this diiecfcion, the pzoposal does not appeal to meet with geneial 
appiovdl, and we do not accoidingly suppoit it 

660 Owing to the fact that many impoitant insurance com- 
panies m India are non-Indian, the question of investment 
of then funds is one of peculiai interest from the pomt of view 
of developmg the banking lesouices of the country No 
statistics have been placed befoie us to show w^hat portion of their 
funds IS invested in India and how much outside , but it is believed 
that much of their income is invested outside the country to 
the detriment of the development of the country’s resources, aud- 
it is therefore uiged that these companies should be compelled by 
legislation to place an initial deposit with Government and to 
invest a fixed pioportion of the premia received by them in the 
country in approved Indian securities We consider it essential 
foi the economic development of the country that all insurance 
companies doing business m it, whether Indian or non-Indian, 
should by a judicious investment of their funds assist m the pro- 
motion of public utilitv undertakings and the finance of the trade 
and industrv of the country generally We, therefore, recom- 
mend that legislation may be undertaken to render it obligatory - 
on all insurance companies, Indian as well as non-Indian, to lodge 
an initial deposit with Government and to invest, and keep invest- 
ed, a fixed pioportion of their premia funds m approved Indian 
eecunties What the propdttion should be may be determined by 
Government after investigating the situation in the light of the 
necessary katistics 

Provident Funds. 

661 To a limited extent, provident funds started by pubhc- 
bodies and corporations fulfil the same object as insuiance schemes 
in promoting thrift 

The benefits of the provident fund aie being gradually extend- 
ed to the employees of charitable and educational institutions and" 
private commercial and industiial concerns, large as well as small, 
thiouiihout the country We understand some of the joint-stoc^ 
banks quote special lates of inteiest for the deposit of such funds 
The value of all possible encouiagement given by banks to 
institutions having as their object the promotion of the saving 
habit cannot be overestimated 

Investment Trusts 

662 In Great Biitain and the United States of America, In- 
vestment Trusts have been instrumental in fostermg the saving 
and investment habit of the people to a considerable extent 
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Ss^eial TTitiiesses have lecowinaeiided that Tii^ estnieut Tiust? 
should be toimed m TxKha and ha\e pointed out that theie is scope 
foi thena and that theie aie al=o men of ability available to manage 
them One dianback pointed out, howevei, is the high lates o£ 
inteiest toi inone} luling in this coiintiv as compaied mth those 
plea ailing in England and Ameiica, vrhich would leduce profits 
Tn 0111 opinion the establishment of Investment Ti Lists is a mattei 
toi piiv lie enteipiise and ma5- be looked upon as a posoibihty, as 
the banbing and investment habit glows in India We, tiieiefoie, 
do not make anv special lecommendations in this connection 

Growth of the Cheqhe H\bit 

663 The incieasiug use of negotiable instiuments of ciedit is a 
eeitain indication of the giowth of the banking habit The most 
iinpoitant of such insliuments is the cheque Evidence is foith- 
coniing fiom all diiectious of a substantial inciease in the numbei 
of cheques which daily pass thiough the Cleaiing Houses The 
lecent abolition of the stamp duty on cheques appeals to have con- 
tiibuted mateiially to a moie extensive use of the cheque not only 
in the Piesidency towns and othei big commeicial centies, but 
also in the mofussil The co-opeiative banks also lecoided a use 
in the numbei of new accounts opened and the cheques issued by 
<-hem Theie is, howevei, still a laige poition of the population 
to whom the cheque S3 stem is a m3'bteiy It has yet to undei- 
stand and appieciaU the facility and the secuiity a cheque cuirency 
affoids both to the diawei and the pa3'ee 

664 One of the most seiious obstacles that impede the giowth 
of the cheque habit in this countiy is the illiteracy of the 
people The cheque system piesiipposes a ceitain degiee 
of liteiac}^ which is lacking in this countiy Even amongst the 
liteiate classes only a few can coiiectly diaw^ up a cheque in the 
English language in which the cheque-books of most of the banks 
are punted A single eiasuie 01 a mistake vitiates the instiument 
Theie is, theiefoie, a general demand foi the use of the veinacnlai 
in this and other departments of banking and we have referred to 
it m the chaptei on Commercial Banking Among the oilier sug- 
gestions put forward b3^ the Provincial Committees with a view 
to pop ilai wing the cheque habit, there are a few wdnch call for 
the as=;istaiice of Government and the banks To these we desire 
to invite 'special ailention 111 this chaptei 

665 Goveinment can assist materially in spreading the cheque 
s3’stem in rural areas 63^ accepting fieeh payment of land lerenue 
bv cheque Such pa3'meiits are now, iiiidei certain conditions, 
accepted at tieasuiie'? which are managed by the branches of the 
Tnipeiial Bank of India Very few people are howevei, m a 
position to avail themselves of this facility The number of such 
blanches is limited and the3^ aie situated mosth* at district head- 
<quaiteis It is, therefore, suggested that the facilities for pay- 
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lubiit of land levenae by cheque may be extended to tahika sub- 
tieasniies and distiict tieasinies We suppoit this suggestion It 
as also suggested that all mateiial payments should be made by 
Go\einment by cheque The Bengal Committee makes definite 
pioposals on the subject, \\hich we commend foi the consideration 
of Government 

Some of the Piovincial Committees haae sugge=:ted that local 
bodies should similaily eiicouiage the use of cheques We le- 
commeiid that all municipalities and other local bodies should be 
asked to considei the feasibility of making and accexiting pajmient 
by cheque on account of salaiies to some of then employees and 
othei items of receipts and disbursements 

66d Banks can encouiage , the cheque habit by piovidmg 
adequate facilities for piompt encashment ol cheques over the 
countei Merchants and traders should also be encomaged by 
banks to use cheques as far as possible instead of currency in the 
settlement of transactions m ui>eountiy markets in connection with 
the movement of crops A wude-spiead use of cheques in these 
markets would assist greatly the development of the banking habit 
with the email traders We should like to emphasize the fact that 
the circulation of cheques in the money market and the mobility 
of the hanlving resources of the country largely depend on the faci- 
hties given by banks foi tiansler of fqnds from one centre to 
another • 

‘ Aeed for SiVings AssocimoNs 

667 We have referred above to the need for conceited and con- 
centiated effort on the work of stimulating thrift and mobilizing 
small amounts of savings and directing them to channels of produc- 
tion Some of the Provincial Committees and witnesses have 
suggested the inauguration of savings associations or thrift com- 
mittees on the lines of the National Savings A'^sociatrons m 
England These organizations were narted during the war m con- 
nection with the issue of war loans and w^eie so successful that after 
the war then activities have been continued Theie is now in 
England a National Savings Committee guiding a large number of 
National Savings Associations, wlnMi are local associations formed 
to help then members to invest in the National Savings Certifi- 
cates We suppoit in principle the formation of such association's 
111 ah pioYinces The educative effect of such organizations work- 
ing systematically in different parts of the country, uith the zeal 
and spurt of service essential in a cause of national importance, 
would be immense By active propaganda for encouraging small 
savings, by providing means for the collection of such savings and 
by pooling them for remunerative investment m appim ed*" secu- 
rities, they would succeed in promoting the saving habit ainonc the 
young as well as the old, in overcoming the timidity of the small 
saver and m familiarizing him with practically safe and profitable 
means of investment 



CHAPTER XXV. 

HEGULATIOX OF BANKING 
Need for EeguL'^tion 

668 Seiving as lepositoiies of viie cash lesources of ail classes 
of individuals and institutions, the banking institutions of a 
country exercise a very powerful influence on the economic Me ot 
its people Banking business hasy therefore, been regarded, as 
gttflsz-pubhc in its natme, waiianting legi‘-iation for safeguarding 
the interests of depositors on whose confidence lests the entire 
banking stiucture of a nation and for ensuring and fostering the 
growth of banking on sound lines Eestrictions are imposed on 
banking operations in some foim or another m different countries 
according to their requiiements In the United States of America, 
Canada and other countries there are special hanking laws In 
England apart from the Compames’ Act there is no special enact- 
ment for the regulation of the business of banks, but the purpose 
of legislation m matteis not specifically provided for by the Com- 
panies’ Act is there served by the tradition, convention and case 
law that have grown up as the result of the experience of gene- 
rations 

Existing position in iNDir — ^T he Indian Companies Act. 

669 Joint stock banks in this country aie at piesent governed 
by the Indian Companies Act in regard to various matters such 
as constitution and incoipoiation, articles of association, share 
capital, maintenance of registers of members, management and 
administration, meetings and proceedings, qualification, appoint- 
ment and liability of directors, restrictions on commencement of 
business, debentures and floating charges, maintenance of books 
and accounts and publication of statements and balance sheets, 
investigation by the Eegistiar, inspection and audit, service and 
authentication of documents, arbitration, and compromise, windmg 
up and appointment of liquidators, removal of defunct companies 
from the register and offences and legal proceedings There are, 
however, certain matters in regard to which the Act draws a dis- 
tinction between banks and other companies and prescribes special 
provisions applicable to banks These provisions are set forth in 
brief below — 

(1) SecUon 4 — ^Prohibits partnership exceeding ten in number 
from carrying on the business of banking unless it is registered 
as a companv, or is formed in pursuance of an Act of Parliament or 
some other Act of the Governor General in Council, or of Boyal 
Charter or Letters Patent 

(2) Section 38 — ^Bequiies that an annual list of members, etc , 
should be prepared and filed with the Edgister, and a note appended 

( 418 ) 
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to Foim E requiies that banking companies should add a list ot all 
Iheii places ot business to the above-mentioned list 

(d) SecUon 182 — Kequiies that the balance-sheet shall be in 
the toim maiked E in the Thud Schedule, oi as neai theieto as 
circumstances admit, and Eorm E lequires that in showmg book 
debts a distinction should be diawn between those consideied 
good and in lespect ot 'which the bank is fully secured 
and those consideied good toi which the bank holds no 
'^ecuiity other than the debtois’ iieisonal secuiity, and exempts 
hanks from the ohhgation to show provision made for bad and 
doubtful debts which has to be shown in the balance sheet in the 
case of all other companies ^ 

(4) Section 186 — Eequiies eveiy company bemg a limited bank- 
ing conipam^'to make a statement in Eoim G m the Third Schedule, 
01 as near theieto as possible, befoie it commences business and 
theieafter on the first Monday in Febiuaiy and the first Monday 
an August in every year 

(5) SecUon 138 — Provides that the local Government may 
-appoint one oi more mspectois to investigate the aftaiis ot a bank- 
ing company on the application of membeis holding not less than 
one-fifth of the shaies issued, the pioportion in the case of any 
othei company having a share capital being one-tenth ot the shares 
issued 

(6) Section Ido — Provides that it a banking company lias 
blanch banks be 3 ond the limits of India, it shall be sufficient if the 
-auditoi IS allowed access to such copies of, and extracts from, the 
books and accounts of any such bianch as have been transmitted to 
the head office of the company m Biitish India 

(1) Section 209 — Pequiies a banking company, which was in 
existence on 1st Ma-y, 1882 to give notice to account holdeis of its 
intention to legistei as a limited company at least 30 days befoie 
registering 

670 It appears to be the general opinion that the Companies 
Act touches only the fiinge of the pioblem of banking 
legislation and that there should be some legislative contiol 
over the operations of banking institutions which at piesent 
-stand almost exclusively outside the purview of the Indian Com- 
panies Act In fact, the question of legislation for the regulation 
of banlang has engaged the attention of the Government of India 
and of the public for several years In a letter addressed by the 
Government of India to the provincial Governments in the year 
1913, it was stated that it was not the intention of Government 
to attempt to control all the numerous forms of Uanking operations 
'kno'wn under various names winch weie carried on in this country 
in business centres either by foieign or indigenous agency It 

9 n 
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\\as added that similaily it Mas not pioposed to include in the- 
scope of such legislation the legulation of a foim of bankuig undei- 
takeii 0 ^ ludustual companies which received deposits during their 
bus}’ season in oidei to finance the business of the film, but that it 
ivas jiroposed only to ei^amine the desiiability of attemptmg tO' 
impose lestiicfions on the use of the teim “bank” oi “bankeis” 
01 its equivalents such as “Banking Agents”, “Banking Socie- 
ties etc , by individuals, paitneiships oi companies who con- 
ducted banking business on lines which weie unsound and likely 
to impel il the secuiity of credit It was pointed out that in the 
fiist place it M'as foi consideration n^hether the term “bank”,- 
“bankers”, etc , should not be restricted to companies legisteied 
undei the Indian Companies Act and it "was stated that it would 
appeal desiiable that, at least for the future, the term “bank”, 
“bankers”, etc , should not be allowed to be used except by regis- 
tered companies and that Government would be prepared to con- 
sider the question of permitting the then existing companies to* 
continue their business on their undertaking the regular publica- 
tion at six-monthly intervals of balance-sheets audited under the- 
2 Drovisions of Section 144 of the Indian Companies Act It was 
added that it Mmuld follow from these suggestions, if they proved 
capable of adoption, that institutions that would thereaftei possess 
the name and piestige of “banks” should be subject to certain 
restrictions The views of local Governments, Chambeis of 
Commerce and othfr public bodies mterested m the question were- 
invited, and the lephes received revealed a body of opinion irr 
favour of legislation requiring that institutions styling themselves- 
“banks” should be legisteied under the Indian Compames Act and 
should limit then business to what is generally knoMm as banlang 


Xli.d I'OR \ Special BA^K Act. 

671 We are not in favour of elaborate banking legulations- 
aiid restrictions dealing vuth matters which had best be left to the- 
disci etion and sense of responsibility of the duectorate and the 
management , such restriction is at times likely to do more hai-m 
than good and to hamper the activities of Tranks At the same 
tune. Me are of opinion that the existmg provisions in the 
Indian Compames Act governing banking compames are inade- 
quate Several impoitant matters having a vital bearing on ques- 
tions such as the initial organization of banks, their efficient 
management and stabihtv, pio'^^isions for supervision and examina- 
tion and publication of accounts, the safety of shareholdeis and 
depositors and the development of banking generally on sound' 
lines remain to be provided for We do not suggest that it is' 
necessary to provide for all these matters bv legislation Some 
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can be met by suitable provisions in the memoiandum and articles 
of association of the different banking companies according to their 
lespective requirements, subject to the approval of the Eegistrai 
of Jomt-Stock Companies, some might be left to the control of 
diiectors and the supervision of auditors, while some vrould he 
within the purview of the Eeseive Bank when it is established 
Nevertheless theie will remam certain matters which, in oui 
oiiinion, will have to be‘ provided for by legislation 

G72 There are two ways m which xhe existing regulations- 
can be amplified — 

(1) by the promulgation of a special Bank Act comprising 

the necessary provisions governing all banking 
institutions, and 

(2) by the amendment and amplification of the Indian Com- 

pames Act so as to provide for the additional matteis 
which lequiie to be dealt with by legislation 

673 We prefer the fiist alternatiN?e which will, in oui opmion 
be more convenient to the public as well as to the banks, and we re- 
commend that a special Bank Act may be passed comprising the ex- 
isting regulations embodied in the Indian Companies Act with the 
modifications and additional piovisions recommended below The 
loreign banks operating in India should be hi ought wuthin the 
puiview of the Act to the extent mdicated m the report and pro- 
vided for in the Act 

674 Various suggestions have been made to us foi legal provi- 
sions regulating the organization and functioning of banks Most 
of them are apparently made in the light of the experience of vaiious 
witnesses concerning the failures of banks in the past We have 
already pointed out in Chapter II that some of the early banks came 
to giief owing to combination of trading with banlang Various 
other reasons have been given by different witnesses for bank 
tailuies, but jan analysis of their statements shows that the root 
cause of the disaster can be traced to defective management Bor 
instance, some of the principal causes of failiues mentioned by 
them are 

(a) dishonest management , 

(h) incompetence of directors who have been foimd to be 
“too innocent of banking practice or business piu- 
dence” to check the manipulations of designing 
dnectois oi managers, 

(</•) bad and speculative investfnents , 

(tZ) unrestricted loans given to directors or concerns in which 
they were interested , 

' (c) injudicious advances. 
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(/) utilization of slioit-teim deposits foi long-teim loans, 

(g) nisufficient paid-up capital and an unduly large piopor- 
tion theieof held in immovable property , 

Oi) insutficient leseives, 

(0 insufficient liquidity of fundb 

Some of the witnesses have lightly pointed out that the failure 
of some banks could also be ascribed to want of co-operation among 
banlis tor joint action in the houi of need, absence of a cential bank- 
ing institution fiom which timelj assistance could be obtamed and 
lack of any oigamzation tlnough which schemes foi amalgamation 
could be put tlnough 

675 A¥e piopose to classify our lecommendations conceinmg 
the additional pioMsions which should, in oui opinion be incoi- 
poiated 111 the pioposed Act undei the following heads 

(1) Oiganizatiou, 

(2) Management, 

(3) Audit and Inspection, 

(4) Liquidation and Amalgamation 

(1) OeG \XIZ \TION. 

676 The lucoipoiation of a banking tonrern undei an Act of 
the legislatuie invohes an obligation to comply with ceitain 
geneial lequiiemciits laid down theiein While such pionsions 
cannot pievent fiaud oi mismanagement, they eusine a minimum 
standaid of efficiency and integiity in the conduct of business of 
the iiistitutiori I'he Indian Companies Act lequiies, under 
Section 4, tint moie than ten paitneis wishing to carry*^ on the 
business of banking must foiin themselves into a company and get 
it legisteied undei the Act The teim ‘ banking” has not, 
how evei,’ been defined m the Act and the question has often b'een 
raised as to whetbci any and eveiy coiicein choosing to style itself 
a bank should be allowed to use tSe Terni,' 


'Definition of "Banhing" 

677 iSTowdieie has a definition of “bankma” been evohnd which 
has met with general acceptance None of the banking enact- 
ments 'of different countries that we have seen incorporates a defi- 
liiion ot the term “bank” oi “bankmg busmess” ' For instance, 
the framers of the Bank Act of Canada are content witK meielv 
inteipieting the teim bank” as meamng “anv bank to whicli 
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this Act applies” In England the Bills of Exchange Act says 
‘‘baiiliei” includes ‘‘a body of peisons whethei incoipoiated oi not 
■u’ho cairy on the business of banking” The Negotiable Instiu- 
nients Act of 1881 of oui country takes us no fuithei Section 3- 
of the Act simply lays down that the teim “bankers” includes 
“also peisons oi a corpoiation oi company acting as bankeis” 
In lepl}^ to oui que&tionnaue some of the witnesses have expressed 
the opinion that no attempt should be made to define the teim 
“banking” by legislation, lest it should give rise to techmcal diffi- 
culties Otheis, howevei, consider it necessary that theie should 
be a legal definition Seveial ingenious definitions have been 
suggested by a few witnesses and some of the Piovmcial Com- 
mittees "" Eaiily exhaustive and helpful as these suggestions are, 
we find that the task of defining the teim “bank” or “bankei”, 
which has been legaided as well nigh impossible in othei countiies, 
IS much more so in India where a definition cannot be drawn up 
without excluding many firms of indigenous bankers and indi- 
viduals who do a consideiable portion of the financing of the 
country' 

678 Jt may be mentioned that in bis ‘Law of Banking’ Rir 
John Paget, after reviewing legal decisions, sums up the position 
as follows — 

No one and no body, corporate oi otherwise, can be a ‘banker'' 
who does not — 

(1) take deposit accounts, 

(2) take curient accounts, 

(3) issue and pay cheques drawn on himself, 

(4) collect cheques, ciossed and uncrossed, foi his customeis 

But a person or body corporate may in his opinion do all of these 
things and yet not be a “bankei”, foi in addition to the above- 
mentioned requirements, 

(5) bankmg must be a part of the man’s known occupation, 

(6) he must hold himself out as a banker and the public 

take him as such, 

(7) there must be an mtention generally to get a living bV 

so doing, and 

(8) the banking business conducted must not be subsidiaiy 

01 ancillary to another busmess or othei busmes^^es- 

carried on by the same concern 

“The only true road to safety”, adds Sir John Paget, “both for 
the public and the banker, lies in the scheme, propounded by those 


* F^d:e Bombay pal a 286 , Bengal para 4<54 , B mm a para 658 
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-best qualified to judge, of an autboiative and conclusive register 
of bankeis This, completed after investigatiou b} a legally quab- 
fied tiibunal and amended by the same as occasion may require, 
v\ould supply a means of lead} lefeience andpiompt decision, open 
to the bank clerk and public alike ” 

679 Poi the puipose of the Enemy Banking Business Buies, 
1918, which for a peiiod of at least five 'years after the war 
foibade any banking business to be carried on in the United King- 
dom by a compam vhich was an enem} -controlled corporation, 
■“banking business’’ was defined as foliow's — 

“Becen wg inone}' on cuiient account oi on deposit, acce^it- 
ing bills of exchange making, discounting, bining, 
selling, collecting oi dealing in bills of exchange, 
piomissoi*}' notes and diafts whether negotiable or 
not bii 3 'ing, selling or collecting coupons buying 
or selling foreign c> change b}* cable-transfei oi other- 
w'lse issuing foi subsciiption oi purchase or iinder- 
wTiting the issue of loans shaies or securities 
making oi negotiating loans foi coinineicial or 
industiial objects or gianting and issuing letters of 
ciedit and ciicnlai notes except in so far as such 
opeiations form part of and aie foi the purpose of and 
incidental to the conduct of a business earned on 
foi othci purpo=cs bv the eornpanv film nr individual 
bv wdioni such operations aie tiansactcd ’’ 

680 We hare lefeired abo^e to tne Gmeinmcnt ol IndiaS 
communication legaiding the desuabiht\ of imposing some lestric- 
tion bv legislation on the indiscriminate use ot the terra “bank”, 
Ol “baukei”, by iiidniduals and films whose business has no 
lelation to banking pioperlv so-called We hare also referied to 
the geneial body of opinion elicited b\ tins communication The 
subject w'as touched upon by the Koval Cominis'^ion on Indian 
Cmieucv and Finance, 1926 In paragiapb 362 of then leport 
they suggested that “the teim ‘hank’ or ‘banker’ 
should be interpieted as meaning eieiv pel son, finn or company 
using m its description oi title ‘bank’, oi ‘bankei’ oi ‘banking’, 
and eveiy company accepting deposits of money subject to witli- 
diawal bv cheque, diaft, oi oidei” Thev lecogmzecl, however, 
that m View of the special conditions of indigenous banking in 
India, this mattei would require more detailed consideration than 
they had been able to give to it and thev lecommended that it 
should be fuither examined 

681 Having examined the question furthei, wc find tliat the 
difficulty pointed out by fhe Commis'^ion is one winch cannot be 
full}’ met by any legal definilion or any restrictive oi legulatmg 
piovision of the law What is really needed is a register of 
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fbanlceis without a liaid and fast definition and we aie of opinion 
that the situation in India as legaxds indigenous bankeis will 
best be met by an aiiaiigement foi the eiiiolment of such 
bankers as menibeis of a recognized association 

682 In Ghaptei XXIII we have suggested the foimation of a 
Bankeis’ Association It has been suggested by the foieign 
►experts that the membeis of the Association mav affix to then 
names the appellation, “Membei of the Bankeis’ Association”, 
-which would carry with it the status of a lecognized bankei We 
appiove of this suggestion which, if adopted, would lender it un- 
necessaiy to lestiict by law the use of the teims “bank” and 
“bankei” and then equivalents The meie term “bankei”, as 
used in this countiy, would be shorn of much of the piestige it 
now conveys, after the appellation “Membei of the BanFeis’ 
Association” comes into vogue As legaids companies, using the 
term “bank” oi its “equivalent”, and desnmg to be incorpoiated 
undei the Bank Act, we recommend that the Act should lay down 
that adequate piovioions legaiding the subjects mentioned in paia- 
giaphs 700, 709, 710, 712, 714 to 717, 721 and 731 of this chapter 
should be incorporated m the Memoianduni and Articles of Asso- 
ciation of a company winch wants to make use of the word “bank” 
01 the words “savings bank”, “banlnng company”, “banking 
house”, “banking association” oi “banlang institution”, oi any 
word 01 wolds of import equivalent theieto in connection with its 
operations We also recommend that an existing company using 
any such title should arrange to conform to such provisions within 
•five years after the Bankiiig Act is passed, failing which legistra- 
•tion m its existing name should be cancelled 

Banks registered under the Indian Co-opeiative Societies 
Act or under any special charter or enactment such as the Imperial 
Bank of India Act, and banks legisteied nndei lavs of other coun- 
tiies. Will be exempt from the operation of this provision It would 
•also be open to any unregistered firm or individual to use the term 
“bank” and it appears to us to be difficult to devise any means 
b} vhich they can be prevented from doing so 

Licensing oj Banks 

683 It has been suggested to us that all individuals and hi ms 
doing banking business, excepting jomt-stock banks incorpoiated 
uiidei the Indian Companies Act and societies registered under the 
Co-operative Societies Acts, should be compelled bv law to take 
nut licences which would impose ceilam restiictionc on then work- 
ing We consider this suggestion impracticable m the existing 
niicumstances Indigenous bankeis who now finance the bulk of 
the internal trade of the country would not subject themselves to 
•any such lestiictiou and banking m this country has not developed 
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to such dll extent as to admit of the withdi awai of a laige number 
ot indigenous liankeis and piivate banking films fiom the field of 
banking 

684 We, howevei, lecommend that any bank, Indian oi non- 
Indian, wishmg to do banking bu^'iness in India should be reqinied 
to take out a licence fiom the Eeseive Bank when it is established 
This IS paitly necessaiy in the interests of depositors and partlj^ 
foi giving the Eeseive Bank some control ovei the banks opeiatmg^ 
m the coiintn Licences should be fieely gianted to the already 
established banks and it nould be the business of the licensing 
aiithoiitj to see that the pioiisions of the law and any other condi- 
tions specified in the licences aie complied wnth So fai as this 
piojiosal applies to non-Indian banks wo ha\e aheadv dealt nith 
it in paiagiaph 451 ot oui Bepoit 

685 We ma^ explain that the object nndeilvmg the iiioposal 
in the preceding paiagiaph is to eiisine a systematic development 
and extension ot jonit-stock banking and not to impede in any May 
fiee competition Having legaid to tlie piesent stage of hteiacy 
of the people, wc considei it essential that a liank should be oiga- 
nized on ceitain lecogmzed pimciples of banlcing and that no m- 
stitution calling itself a bank should stait opeiations without 
obtaining a licence tiom the Beseive Bank Having legaid also 
to the piesent stage of development of banking in the country, 
we considei it essential that theie should be a policy of encouiag- 
ing expansion of banking in aieas wheie theie is need foi it and dis- 
coui aging the multiplication ot banking institutions beyond the 
needs of business in paiticulai localities We haic no doubt that 
the Eesene Bank Mould be Milling to encouiage the expansion of 
banking as much as possible and that its policy in gianting licences 
Mmuld be influenced solely by the con* idciations of the economic 
inteiests of the countiy As iiointed out by us m chapter XIX, 
even the foieign banking expeits, mIio aie geneially not in favoui 
of the introduction of a licensing system, iccognize that the Eesene 
Bank may be tiusted to act in this lespect “m a sound and im- 
partial way” They, hoM'^evei, take exception to the leasons given 
by us in suppoit of the pioposal They consider that the pro- 
tection of inteiests ot depositors by means of licences Mill be a 
dangeious responsibility’' foi the Eesene Bank to undeitake We 
have not suggested that such responsibility’- should devolve on the 
Eeseive Bank What it M’^ould do among other things, before 
issuing a licence, M’ould be to see that the financial position of a 
neM’^ bank and the general standing and reputation of its directorate 
aie such as to admit of its being allowed to deal m credit Licens- 
ing implies prehminaiy iiiTestigation as to the fitness of an 
institution to commence Mmik and enforcement of the con- 
ditions of the licence But it caiiies no assurance and no 
guaiantee concerning the efficiency oi integiity of its future 
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management, anrl is not likely to be constiued as come} mg such 
a guaiantee any nioie than legistiation iindei the Indian Com- 
panies Act at piesent oi iiiidei the Banking Act in futuie will convey 
a guaiantee We do not, theiefoie, •'hare the appiehension of the 
expel ts that in suggesting that die Beseive Bank should be the 
aiitlioiit'y to issue licences to new banks we aie aslang it to undei- 
take a dangeious lesiionsibility 

686 The othei leason given liv us m suppoit of the pioposal 
foi licensing banks is that the Reserve Bank may theieby obtain 
some contiol ovei the banks opeiatmg in the coiintiy If the 
Bank had the authoiity to issue licences, n w^ciild be easy for it to- 
get all banks to confoim, as a condition governing the giant of 
licences, to ceitain gcncial lequiiements legaiding the piepaiation 
and publication of statements of then accounts It would fuither 
be able, as pointed out by the Bombay Chambei of Commerce and 
mentioned by us in paiagiaph 447, to contiol the evil of over- 
crowed mg of banks at ceitain places It is not suggested by us 
that by meiely having the authoiit\ lo giant licences, the Jfeserve 
Bank would be alile to obtain full control over the opeiations of 
the banks doing business in the count! y While, theiefoie, w'e 
agiee with the foieign experts that such contiol should be obtain- 
ed by the Beseiie Bank by means of its discount late and its open 
market Rohcy, we see consideiable advantage in the Reserve Bank 
being invested with additional powders to exercise general contiol 
over the banking system of tliemounliy 

687 We have aheady recommended in Chaptei XIX that the 
opening of a nen biaiicli by an existing bank should be subject 
to the appioval of the Reseiwe Bank 

688 It has been suggested that theie should be a piovision m 
the Act lequiiiiig the peimission of the Cential Banking Authoiity 
foi opening savmgs banks It is uiged that small depositors who 
aie attracted by the teim “savmgs bank” need special protection. 
AA^e aie not, howevei, in lavoui of this pioposal It has been 
customaiy wutE banks in this country to maintain savings banks 
depaitinents and by olfeiing special teims in lespect of savmgs 
deposits they have succeeded in attracting consideiable amounts 
of small savings and thus mobilizing the lesouices of the com- 
paiatively pooiei section of the population Moreovei, should the 
pioposal be adopted, a highly anomalous situation would be cieated. 
AA^hile the banks legisteied undei the proposed Act would be sub- 
jected to such a lestiiction, it would be open to those not so 
registeied and lemammg outside its puiwiew to leceive sawngs 
deposits and lun savings banks departments 

688 We lecominend that theie shoald be a piowsion in the 
Act lequiimg that eveiy institution doing banking business in 
Biitwh India, othei than a foieign bank, should have a majoiity 
of natuial boin oi domiciled Indian diiectois We aie of opinion 
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that such a pioM'^ion is essential foi the legulatioii of a seivice 
■of national inipoitance such as banking W'e consider that some 
safeguaids aie iipcessaii’ to present the contiol and, management 
of such a seivice passing into foieign hands and that unless non- 
nationals aie piecluded tiom having a piepondeiating voice m the 
management of banks opeiating in this couniiy, it would not be 
possible to give eftect to any national policy that might be evolved 
foi the del elopment of banking in the mteiests of Indians 

690 Foi the same leasons ne lecommend that no new bank 
•othei than a foieign bank should be allowed to opeiate m Biitish 
India unless it has a majoiity of Indian shaieholders and is incoi- 
poiated undei the Indian laii 

691 Some ot oui colleasaies'" aie unable to subsciibe to the 
views expressed in the piecediiig two paiagiaphs They considei 
that in the case of banks staited b\ piivate initiatne it is undesii- 
able to lay dovn any lestiictions liy legislation on the lights of 
shaieholdeis to choose then onn Jiiecto]‘> and on the fiee tiansfei- 
nbilitv of shales, and that these matteis should be provided foi 
in the Ai tides of Association as is done m most othei countries 
of the voild. They aie inclined to think that the acceptance of 
the proposals in the two pieceding ijaiagiaphs must convey an 
implication that piomoteis of Indian banlang companies and the 
shaieholdeis of these companies aie less likely to secuie a piotec- 
tion of national mteiests bv then voluntaiy action than citizens 
m othei countiies , and thev aie unable to subsciibe to any pio- 
posals which may convey this implication The Diiectoi of the 
Buieau of Foreign and Domestic Commerce in the United States 
in a bulletm issued in 1929 has pointed out that the examination 
of the laws of seyeial European countries shows that nearly all 
these countries pioyide equal lights foi foreign shaieholdeis, though 
Spain, Eoumania, Sweden and Norway have definite restrictions 
on foieign capital in the development of then national lesouices 
But even m Spam the lestiictions are only applied to banks and 
companies which have any direct con ti actual relationship with 
the Goveinment oi which aie concessionnaiies of public services 
The Diiectoi has fiiithei observed that most countnes permit 
coipoiations to make then own provisions legarding shareholders’ 
rights and that the absence of defimte laws has resulted in many 
X>iivate measures lestiicting foreign shaieholdeis Those of our 
colleagues who diffei from us in regard to the recommendations 
in paragraphs 689 and 690 therefoie consider that the practice 
in other countnes and the absolute discretion given in paragraph 
699 of oui Bepoit to diiectois of banks to refuse to register 
tiansfeis of shares without assigmng any reason do not justify 
an\ resliictiye and safeguarding measures except when any bank 

• Sir Bhnronrtrn Xatli Mitra Sir HiirIi Copt'e Mr F V Rwshforth Dr. 
ix\ dsr Alps‘ir«! R Lamond and R W BuckleT, IVairab Sir Saliibzada Abdul 
Qai3ruTn and Mr G K De\ adhar 
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obtains some concession fiom the State In the lattei case, the 
executive government oi the legislatuie wili he fully justified, m 
then opinion, in stipulating foi measmes calculated to pievent 
the contiol and management passing into foieign hands 

Pi>)hibi(wn of activities othei than banhmg 

692 Theie is a consensus of opinion among Vvitnesses that 
hanking business is not comjiatibJe \vith tiadiiig, and we concur 
an this^ opinion Theie have been instances on lecoid m which 
banlaug mstitutions came to giief because of then tiading opeia- 
tions or close contiactual lelations with tiading concerns Of these 
ihe most conspicuous instance is that of the Alliance Bank of 
Simla whose coanection with a tiading film led to a colossal diain 
-on its lesouices and bi ought about its imn We have aheady 
lefeiied ni Ohaptei II to the failure of some of the banks in- 
augurated during the da-ys of the East Indian Company owing 
to the combination ot banking with othei business and specula- 
tion We, theiefore, recommend that the Articles of Associa- 
tion ot a banking company should piohibit actmties other than 
banking and that the Act should give powers to the Begistiar of 
Joint-Stock Companies to lefiise the icgistration of banks the 
Articles of Association of which are not in accoi dance with the 
piovisions of the law in regard to this matter He should also 
uefuse the legistiation of banks if the Articles of Association do 
not make adequate piovisions m legard to the other matters referred 
ro below 


Vanaging Agency System 

693 It has been suggested that the managing agency system 
as applied to jomt-stock banks in India is both unnecessaiy and 
undesuable and that, befoie it is too late, there should be a statu- 
tory provision piohibiting the advent of managing agents in the 

.'field of banking Whatever justification there may be for the 
managing agencj^ system m the sphere of industry, banking is 
not a business in w^hicli the need for such an agency ought ever 
to be felt We, accordingly, recommend that the Bank Act 
-should prohibit the organization of a bank on the managing agency 
system and provide further that any aiiaiigement ma'Se subse- 
•quently for conducting the management of a bank under such a 
-system shall be void The object we have in view is to pievent 
long-term agency contracts being given to fiims or individuals 
Cl eating, so to say, a hei’editaiy title to the agency 

Capital 

694 One of the advantages of incorporation of banks under an 
Act of legislature is that it renders rt possible for Government to 
-prevent the giowtlr of mushroom banks wrth insufficrent capital, 
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\\Jiich in the natuie of things vould ha^e a less extensive distri- 
bution ot rislcs and vould be less able to "witlistaiid slioclcs- 
tlian banks of huger size Theie is nothing, however, in the 
Jndiaii Coinpanie'^ Act to lequire the piovision of a minimuni 
capital oi to pievent a new concern of doubtful pretensions fiom 
plating ns authouzcu capital at a high figure, out of ab piopoition 
to its paid-up capital, vith the object of giving an exaggerated idea 
of its lesonices and misleading the public The Statistical Tables 
relanng to Banks m India give glaiing instances of so-called banks- 
that had no difficulty in starting business in the absence of anv 
legal obligation to pimide a minimum amount of capital Six 
out of the sixteen banks that failed, or went into liquidation in 
1927 had piacticalh no paid-up capital The paid-up capital of 
one vas only Es 800, of anothei Es 1,400, and the capital of two 
raoie vas less than Es 5,000 each Similarly, of the thiiteen 
banks that failed in 1928, four had no paid-up capital and not even 
au\ subsciibed capital The paid-up capital oT one was only 
Es 2,780, of diiothei Es 3,804 and of a third Es 5,000 

697 Most ot the witnesses aie of opinion that it is necessary 
that the legislature should piescribe a minimum amount ot capital 
vliich a banking company must laise before it commences opeia- 
tions and that it should also piesciibe some definite relationship 
between the authoiized and subsciibed capital and between the 
fiuhsciibed and paid-up capital In piescnbing a statutoiy limit, 
liovevei, caie has to be taken to see that it does not pieclude the 
possibiht} of the opening of small banks m areas which are not 
served bv banks at piesent We aie of opinion that in the existing 
stage of deielopmeiit of banking in this countiy a minimum capital 
of Es 50 000 should be sufficient We, therefore, recommend that 
the new Act should provide that a bank registered under the Act 
should not commence business until its paid-up capital is at least 
Es ^0^000 We aie also of opinion that the authorized capital of 
a bank should not be moie than double the subsciihed capital and 
that the paid-up capital should not be less than 50 per cent of the 
subscribed capital befoie commencement of business 

696 Oni pioposals regarding capital leqnirements have been 
made in respect of jomt-stock banks with limited liability Under ' 
Section 70 of the Indian Companies Act the liability of a directoi 
or diiectois of a limited companv may, if so provided by the memo- 
randum of association, be unlimited It is not intended that the 
cajutal requirements suggested bv us should be made applicable to 
such banking companies also 

Mfiintrnnnce of Registers of Mernhers 

C9, The Indian Companies Act pioiides for the maintenance 
of a icgistei of members and the pieparation of an annual list of 
members It is suggested that there should be a separate index 



REGULATION OF BANKING 


461 


of the names ot membeis of a banking company foi leady lefer- 
-ence and inspection by sbaieboldeis, as is provided foi by section 
96 of the (English) Companies Act, sub-section (1) of which inns 
as under — 

“Eveiy company having moxe than fifty membeis shall, 
unless the legistei of membeis is in such a form as 
to constitute in itself an index, keep an index of 
the names of the members of the company and 
shall, within fouiteen days after the date on which 
any alteiation is made in the legistei of members, 
make any necessar}' alteration in the index ” 

We approve of this suggestiop. and recommend that a similar 
provision may be intioduced in the proposed Act 

698 It has been suggested that theie should be a provision 
requiring institutions doing banking business in India to keep 
a separate register of shares oiyned by non-nationals We support 
fins suggestion! 


Registration of Transfers of Shares 

699 The Aiticles of Association of a bank geneially empor\er 
its dnectois to refuse to register transfers of shares, whether fully 
nr partly paid, without assigning any reason It has been repre- 
sented to hs that sometimes such authority is wrongly and arbitra- 
rily exercised It is suggested' that in the case of fully paid 
shares ho such power should vest in ’ the dnectois or that the 
•duectors should be required to give reasons for refusal so that the 
aggrieved shaieholders might have the opportunity to appeal to 
law We are not in favour of restricting in anv ^^ay the discretion 
■of file Board of Directors of a bank to admit or not to admit any 
person as a member of the company It is, howgr^ei, a matter 
which may be met by provisions in the Articles of Association, 
should it be considered necessary bv the piomoteis oi shareholders 
10 lestiict the powers of the directors in respect of registration of 
viansfers of shares 

700 The Articles of Association of hanking companies also 
contain a clause prohibiting a member from being present at or 
Amting at a meeting unless he has been possessed of shares of the 
Iiank for a certain period before the meeting is held It is sug- 
gested that the period should not exceed six weeks and that some 
safeguard be provided against directors unduly putting off regis- 
tration of transfers with a view to bunging a shareholder within 
the operation of the clause We are of opinion that it is for the 
company to provide m the Articles of Association the period during 
which a member should have held its shares before being entitled 
to take part in its proceedings In order, however, to prevent 
unnecessary delay in the registralion of transfers, we reebramen'd 
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that there should be a provision in the Bank Act reqmnng the 
directors to decide within two months of the date of presentation 
of tiansfer de'eds to the bank whether the transfers shall be 
registered or not 

Registration of inoitgages and charges' 

701 It is suggested that particular^ of mortgages and charges 
created by a bank on rts own assets, wliich would under section 
109 of the Indian Companies Act be void it not registered with the 
Eegistiai, should also be filed witJi the Begistiar of the piovmce 
where the bank has branches, so that those who are dealing vith 
the branches can have better means of ascertaining the nature of 
such transactions which vitally affect the credit of the bank We 
approve of tins suggestion 

702 It is also suggested that m rhe eAent of a bank acquiring 
immovable jiiopeity which may be already subject to a prior charge 
of anj such kind as would, if it had been created by the company 
after the acquisition of the property, have been required to be re- 
gistered undei section 109 of the Companies Act, it should get 
particulars of such pnoi charge i=>grstered The principle under- 
lying the suggestion is that it makes no dillerence whether a hank 
itself creates a charge on its assets or acquires assets subject to a 
prior charge. This principle is recognized in England where under 
section 81 of the (English) Companies Act, 1929, the duty of re- 
gistering such charges is imposed on a company registered m 
England We recommend that a similar provision be introduced 
in the Bank Act 

703 Another suggestion is that sati'^faction of a mortgage should 
be recorded before the Eegistrai This is not compulsori'’ under 
the present law, and it has been represented to us that persons 
searching the Eegistiai’s record are frequently misled m conse- 
quence We support this suggestion also 

(2) MANAGEAnSNT 
Pioviswn of Rescues 

70^ On lire soundness of a bank’s policy concerning the distri- 
bution of profits among the shareholders, and the allocation of a 
iroition thereof to the reserve fund, depends its stabilitj^ as veil 
as prestige The laws of several countries require banks to set 
aside, before declaration of dividend, a prescribed minimum share 
of then net profits for the building up of a resen^e fund which 
would enable them to meet losses without depleting their capital 
Under the National Bank Act of Ameiica, every bank is required 
to allocate 10 per cent of its net profits to reserve until it reaches 
20 per cent of the_ capital Moreover, the Comptroller has the 
discretion 'to decide that "dividends shall not be paid at all, if 
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in Ins opinion the leseive ahead}' built up is not substantiaL 
Undei section 69 of the Canada Bank Act, the late of dividend 
IS limited to eight pei cent per annum until the bank has a 
leseive fund equal to at least 30 pei cent of its paid-up capital 
aftei all the appiopiiations necessary foi ascei tamed and estimat- 
ed losses have been made In Japan undei the new Act (1927) 
no dividend can be declared until one-tenth of the profits is 
appropriated to the reserve fund Various suggestions have, accord- 
ingly, been made to secure a sound banking policy in India by 
strengthening the reserves of a bank It is suggested that the 
-allocation of iiiofits to dividends should be forbidden until all 
pielimmary and flotation expenses have been paid, and that 
theieaftei the distribution of profits should be restricted so as 
to provide for adequate sums being set aside tor depieciation of 
dead stock and investment and reserve fund Some would piohibit 
the declaration of a dividend, while other t would set a limit to 
the late of dividend, until the reserve fund amounted to the ■whole 
or a piescribed proportion of the paid-up capital Others, again, 
uould have an equal proportion of the net profits declared as 
dividend and taken to reserves In this connexion we cannot too 
strongly emphasize the fact that the first essential of a banking’ 
system is sound management and that if that is wanting, no legis- 
lative piowsion foi stiengthening its reserves oi its financial posi- 
tion generally would be of much avail In view, howevei, 
of the fact that banking in this country is yet in its infancy, we 
recommend that there should be no distiibution of dividend m an'y 
real until a bank has set aside, foi being taken to the reseive 
fund, an amount equal to at least 21 per cent of its paid-up 
capital and that this lestiiction should be in operation until the 
resen'e fund equals the paid-up capital 

705 In addition to the leseiwe fund, a prudent bo<ird of 
directors geneiallv builds up fiom annual profits a seciet reserve 
which is not disclosed on the balance-sheet It is on this seciet 
leseive that it mainly relies to meet unforeseen losses, leaving 
untouched the reserve fund disclosed in the balance-sheet and 
causing as little uneasiness as possible to depositors and share- 
holders The need foi such a secret reserve in a well -managed 
bank is generally recognized, and we call attention to this practice 
meiely to emphasize the fact that the provision we have suggested 
should be regarded as an absolute minimum and not as a rule of 
perfection The minimum piesciibed by law often tends to be- 
come the maximum and that is one of the reasons why the legis- 
latuie generally shiinks from regularizing by law matters such 
as these, theieby talnng off the shoulders of the management their 
responsibility in regard thereto From the point of view of 
sound management, we consider it important that managers of 
hanks should not be confent with the annual accretion to th'e 
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leseive fund of the mininiuui amount suggested by us and that 
they should leview then iDosition fiom year to yeai and make 
such fuithei piovisions foi leseives as cncumstances may re- 
<]uue 

Cash Reserves 

706 Se^elal suggestions ha\e been made foi lequiimg banks to 
hold minimum lesel^es of cash Such a pio'vision is consideied 
necessaiy to pievent the cash leseives of a bank being depleted to 
a point which might endangei its solvency The United States of 
Ameiica is, howevei, the only impoitant countiy that has piesciib- 
ed minimum reserve lequiiements In the eail}' dajs of banking 
jn that countiy many banlcing institution*^ kept piactically no 
leseives iiith the lesult that then outstanding notes depieciated 
in value with disastious effects on the inonetaij s}stem We aie 
not in a position to say whethei the banks in India maintain a 
sufficiently liquid position thioughout the jeai The figuies given 
foi the closing day of the yeaity oi half-veail} peiiod can scaicely 
be taken as an index to tlie actual day to day position of the banks 
Neveitheless, we do not consider it desiiable that theie should be 
statutory pioMsions on the subject While theie aie manv vays 
■ot e'^ading the legal requirements m this lespect theie i'? nl^o the 
danger of the statutory minimum being legaided as the maximum 
in relation to a position nliich changes fiom da\ to day and which 
in oui opinion lequiies to be legnlated with caie and foiesight 
lathei than by rule of thumb The question of the inter-relation 
•of loans, deposits and leseives, and ot the inamtenance from dav 
to day of an adequate ratio of fluid lesouices to time and demand 
liabilities i£ one that in oiii opinion had best be left to the discretion 
of the management and the contiol of the directors When the 
Pieseive Bank is established, the membei banks will be required 
to keep wath that Bank a deposit of a certam percentage of their 
dime and demand liabilities, in addition to then till money 
Iiie‘'pective of the other advantages of such a system of mobiliza- 
tion of the leseives of the banking institutions of the countiy, it 
would mean a distinct irapiovement on the existing position le- 
gaiding the maintenance of cash le'^eives 

Regulation of Loans 

707 Yaiious suggestions have been put forward with a view to 
regulatipg advances made bi^ a bank and ensuring a sound loan 
policy It IS suggested that the total clean adiances made bv a 
bank oi its advapees against immovable piopeity should not 
exceed the paid-up capital Another suggestion is to impose this 
Testnction only dining the first five years of a bank’s existence 
Tt has also been suggested that banks should not be allowed 

grant any loan on the security of their own shares Some witnesses 
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have also expiessed their opinion that advances to an individual 
"Without security should be limited , that a limit should be fixed to 
the total amount which may be advanced to any single individual 
or to any single concern and that the limit should be absolute and 
should not exceed a fixed proportion of the bank’s capital 

708 Underlying these suggestions aie sound principles of bank- 
ing to which a ptudent banker would willingly subscribe The 
reason for limiting the amount of loans that may be given on the- 
secuiity of immovable property is that' thej' aie not liquid They 
are ordinarily made foi long periods of time and the nioitgages 
giveii as secunty are not i eadily leahzable as is the case with stocks 
and bonds and liquid assets The object of imposing restiiotions 
on the amount, of credit that may be allowed to any single peison 
or coipoiation is to insure a relatively vide distribution of risks. 
These are, however, matters in regard to which there can be 
no hard and fast regulations We are of opimon that they should 
bo 'left to' the' discretion of the management and the control of the 
Board of Directors 

709 The question of making loans on the seiuinty of a bank’s 
own stock, however, stands on a different footing The objection 
to such loans is that they lead to abuses that have pioved disastrous 
in the history of the banks of this as well as other countries We 
have suggested above that no bank should be allowed to commence 
business until it has collected a certain amount of capital Were 
a bank to make loans on the security of its own stock and were 
the amounts advanced used as a means of purchasing additional 
capital stock ot the bank, a large amount of the bank’s capital 
tvould 'be borrowed from' the' bank itself and it may not be able 
to realize the securities against which it has lent money should it 
be necessary 'to adjust the account We are therefore, of opimon 
that theie should be a provision m the Ai tides of Association of 
a banking company prohibiting such loan« 

710 Similaily, the Articles of Association should provide foi 
limitation of loans to directors and managers and inembeis of the 
staff 

711 The auditors of a bank, howevei, stand on a diffeient 
footing The duties’ they are lequiied to perform are such that 
they should be absolutely- independent ol the management and 
should havfe no business relations with the bank w^hich might 
compromise their position We aie, therefore, of opinion that as a 
matter of public policy advances to an auditor or a membei of a 
firm of auditors of a bank, either jointly 'with other persons oi 
sevetally, bn short or long-teim, with or without secuntv, should 
lie prohibited If any person after being appointed an auditor of a 
bank becomes indebted to it, his office should theieupon become 
vacant 
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Restricttons on borrowing powers 

712 A bank’s Articles of Association generally give wide powers 
of bonowing to the directors It has been represented to ns that 
some statutory limitations are necessary and that the amount 
borrowed by a bank should have a definite relationship to the paid- 
up capital We aie inclined to leave t'fiis matter also to be met 
by suitable provisions in the Articles of Association We are, 
however, definitely of opinion that the uncalled capital of a bank 
IS its creditors’ security and should not be allowed to be mortgaged 
We accoidingly recommend that there should be a piovision in the 
Bank Act expressly prohibiting banks registered under the Act 
from creating at any time a mortgage or a charge on their un- 
called capital or any part thereof 

Qualifications, Appointment and Voting power of Directors and 

Officers 

733 Several suggestions have been made regarding the appoint- 
ment of directors, their disqualification for and retirement oi re- 
moval fiom office, the qualifications of managers and managing 
diiectoiB, then voting powei, etc The Articles of Association 
usually contain provisions regaiding such matters as the appoint- 
ment and letnement of directors, and we see no necessity for 
statutory provisions in regard to these matters which it is mainly 
for the shaieholders to regulate 

Proxies 

714 It IS suggested that, as piovided in section 31 of the Canada 
Act, nc inanagei, officei oi cleik ot a bank ';hall vote eithei in 
person or by proxy, or hold a proxy for the purpose of voting, and 
•that the geneial foim of pioxy should be prohibited entirely We 
are of opinion that the light to vote in their capacity as shaie- 
holders wffiich under the existing practice is conceded to the 
officers and othei employees of a bank should not he taken away 
from them but that such emplovees should not be allow^ed to hold 
proxies for the purpose of voting on behalf of any othei share- 
holder We do not, howevei, suggest any statutorv inhibition, 
but lecommend that the Articles of Association should contain a 
suitable provision regarding the voting power of the officers and 
employees of the bank and the holding of proxies by them 

715 It lias also been suggested that the general fmm of proxy 
should be prohibited but that, if allowed, the maximum period of 
its duration and validity should iiot exceed three months This 
also IS a matter which, in our opinion, should be met by a suitable 
jiGMSion in the Articles of Association 
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Voting power of individual shareholders 

716 It IS further ouggested that the voting power of individual 
■bhaieholdeis should be limited with a Mew to pi eventing the possi- 
bility' of contiol of an institution passing into the hands of a single 
shareholdei oi gioup of shareholdeis The existing piaotice in this 
tountiy as well as m othei countiies allows one vote foi each shaie 
held by a shareholdei in a jomt-stock concern, and we aie not pre- 
paied to lecommend any diange in this practice It is possible, 
lion ever, that the piomoteis of a company may desiie to piovide 
safeguaids against individuals oi gioups of individuals acqunmg 

controlling interest in it We, therefoie, suggest that this matter 
may also be piovided for in the Ai tides of Association 

Validity of Votes 

717 Ai tides of Association of banking companies nia^ the 
Chairman of a meeting the sole judge of the validity of the ’votes 
tendered at the poll It is uiged fiiat it is undesirable to vest such 
povvei in the presiding authoiity It is generally provided in the 
Ai tides that objections to the legality of a vote tendered at a 
meeting should be raised at the tune of the poll This, it is stated, 
causes haidship, as it is not possible foi a shaieholdei present to 
he iwaie of the v.ilidity, or otlieiwise of votes tendered by other 
shareholders, and it is urged that the right to object subsequently, 
to invalid votes should not be taken av\av fiom the membeis of a 
bank and the junsdutioii of the coint thus ousted We aie of 
-cpinion that these too are matters which could best be dealt with 
by a suitable provision in the Articles of Association 

(S’) Arnn \xd Inspection. 

Appointment of Auditors 

718 Banks’ accounts aie now audited by' professional 
auditors Undei section 144 of the Indian Companies Act, 
no pel son can be appointed oi act as an auditor of any company 
other than a private company unless he holds a certificate 
fiom the local Gov eminent entitling him to act as an auditor of 
companies This requisition is subject to the pioviso that the Gov'- 
ernor General in Council may by notification in the Gazette of 
India declare that membeis of anv institution oi association specifi- 
ed in such notification shall be entitled to be appointed and to act 
as auditors of companies thioiighout Biitish India The 
appointment of auditors of a bank vesta ir. the shaieholders, but it 
has been pointed out that the management has consideiable 
influence with regaid to their appointment oi leappointment One 
of the witnesses calls attention to the Canadian piactice of appoint- 
ing auditors only from among the list of auditors selected'Irom tKd 
Canadian Bankers’ Association Anothei witness suggests that 

2 E 2 
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firms of auditois of long standing and experience sliould be given 
special licences or certificates to act as anditois to banks On the 
other hand, the Council of the Indian Society of Accountants and 
'Auditors are of opinion that all persons vhose names aie eniolled 
on the Indian registei of accountants under the anthonty of the 
Governoi General in Council undei the Indian Companies (Amend- 
ment) Act, 1930, ma-^ be appointed as auditors ot banks They 
strongly oppose the idea of restiicfing the selection of bank auditors- 
to only a fev among the qualified auditois and suggest that there 
should be a proMsion in India on lines ‘-imilai to those pi escribed 
by section 55 of the Dominion of Canada Bank Act of 1923 ■which 
imposes a lest notion on the period of appointment of the samo- 
persons as auditois of banks It is also suggested that theie shoulc 
be two auditors, one appointed In the duectois and the other by 
the shareholders It is behe^ed that such an airangemcnt would 
minimize the possibilities of the auditors conniving at an> irregu- 
laiity committed by tlie management oi b^ the directorate After 
careful consideiation, in consultation with the foreign expeils, of 
all the suggestions made to ns in regard to the appointment 
auditors, we have come to the conclusion that the existimr arrange- 
ments need not he distmbed Under these aiiangements share^ 
holders have the right to appoint auditois, and so long as this right 
lemains unfettered, it is open to them to make the best possible 
selection 

719 It has been suggested to us that it should be illegal for 
directors of a bank to vote as shaieholdeis oi to solicit proxies 
foi the appointment oi lemo^al of auditors We do not agree that 
the lights of duectois as shaieholders should lu this icspect he in 
anv wav trenched upon in the mauuei suggested 

720 It has been Inought to oui notice that tlie affairs of certain 
banks ie\ealed the tact that then auditors had pasc:ed oAer impoitant 
matters which should ha^ebeen bi ought to the notice of the shaie- 
holders Section 282 of the Indian Companies Act lays down that 
whoever in any retuin leport, certificate, balance-sheet or other 
document wilfully makes a statement false m au"^ mateiial parti- 
cular, knowing it to be false shall be x)unishable with imprison- 
ment and shall also be liable to fine It does not, how^evei, pro- 
vide any penalty tor omitting to make a statement It has 
also been repie<^ented to ns that there is an incieasmg 
tendency to mseit an indemmt-s clause m the Articles of Associa" 
tion of joint-stock companies in India wdieicln duectois and 
auditois aic lelieved from liability foi negligence m the discharge 
of then duties Section 152 of the (Fmghsh) Companies Act 
renders void any such piovisiou, whethei contained in the Ai tides 
of Assot3ration or in any contract wnth a company oi otheiwuse, for 
exempting any peison (whethei an officei of the company oi not) 
employed by the company as auditor fiom, or indemnifying him 
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■against, any liability which by virtue of any rule of law would 
•otherwise attach to him in lespect of any negligence, default, 
breach of duty or breach of trust of which he may be guilty in rela- 
tion to the company On the analogy of this section it is suggested 
That the indemnity clauses in the Articles of Association 'should 
be declared void We do not support this suggestion We recom- 
mend, however,' that there should be a specific provision of the law 
rendering officers or auditors of a bank liable for omission to state 
material facts in their repoits and in the piesentation of the 
accounts of a bank 


Remuneration of Auditors 

721 We understand that under the Indian Companies Act the 
remuneration of auditors is fixed at geneial meetings of share- 
holdeis but that auditors aie frequently paid by the management 
additional remuneiation for doing accountancy work oi foi lendei- 
ing special piofessional services and that such remuneiation is not 
brought to the notice of the shareholders We are of opinion that 
any payment to any auditor on any account in addition to the 
amount of lemuneration fixed at a general meeting of shareholders 
shall be invalid unless fixed or confirmed by the shareholders 

Audit of Branch Accounts 

722 Auditors appointed by shareholders of banks do not always 
•audit the accounts of a bank’s up countiy branches Sub-section 
<3) of section 145 of the Indian Companies Act does not lay any 
obligation on them to conduct such audit It provides that in the 
case of a banking company, if the company has branch banks 
beyond the limits of India, it shall be sufficient if the auditor is 
allow^ed access to such copies of and extracts from the books and 
accounts of any such branch as have been transmitted to the head 
office of the company in British India The auditois, theiefore, 
rely on certified returns furmshed by branches It has been 
'suggested to us that such returns should be certified by qualified 
local auditors at the places where such branches may have been 
situated The foreign experts are, ho'R^ever, of opinion that the 
proposal IS not practicable and would be too costly We agree 

Additional Outside Audit 

723 Several witnesses have expressed the opmion that audit by 
special examiners, in addition to that earned on at present by pro- 
fessional auditors appointed by shareholdeis, ■^ull have a very 
salutary effect It has been suggested that the duties of examiners 
appointed for such outside scrutiny should be not merely to examine 
the accounts of a bank, but also to appraise its financial position and 
to suggest ways to improve the latter On the other hand, the pro- 
posal^ is opposed by some witnesses on the ground that slicIi a 
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system of audit would tend to thiow on the outside examineis the 
responsibility which should be borne by the management and the 
directorate Any foim of contiol oi mspection which should m 
any way detract from the responsibility of the management is m 
then opinion obnoxious We concui in this opinion The sug- 
gestion for the appointment of outside auditors appeals to have 
been the result ot the expeiience of failuies of banks Such 
failuies weie, hovevei, mainly due to laxity of management and 
supervision, and the institution of an outside audit would m our 
opinion leave a loop-hole for an unscrupulous or inefficient diiectoi- 
ate to sheltei itself behind the scieen of such audit We have 
already suggested m paragraph 720 that the law should be strength- 
ened in this respect by rendering auditors liable for omission to- 
state mateiial facts 


Inspection 

724 Under section 138 of the Indian Companies Act share- 
holders of a bank holding one-fifth of the shares issued can apply 
to the local Government for investigation by inspectors This 
piopoition, it IS urged, is very high and acts as a definite handicap 
in the case of banking companies having a large share capital It 
has, therefore, been proposed that it should be reduced to one- 
tenth Considering +liat ciedit institutions need all possible -pro 
tection against an'v proceedings likely to shake the confidence of 
the public, we are not m favour of the proposed alteiation in the 
existing provisions of the law Uoi the same reason we are no'c 
in favoiu of the proposal that applicants for the investigations of 
banks’ affairs by inspectors should be exempted fiom gning 
security for payment of the cost of the enquiry Under clause 
(3) of section 141 of the Indian Companies Act expenses of the 
enquiry are payable by applicants unless the Government direct 
that they shall be paid by the bank It' is suggested that the- 
expenses shall be borne by the State if it results in a prosecution 
and in all other cases by the bank, unless otherwise directed We 
are unable to support this suggestion 

Form of Balance-sheet 

725 There appears to be a general demand that balance-sheets 
should contain more information than what is embodied therein 
at present Form F of the balahce-sheet prescribed bv’the Indian 
Companies Act is not considered compiehensive enough , and it is 
suggested that the manner in which accounts are drawn up at 
present leaves much to be desired, because even those who are 
conversant with account-keeping are unable in many cases to gauge 
from the balance-sheets the actual position of a' bank concerning 
assets and liabilities This, it is urged, is one of 'the reasons why 
many people hesitate to rely upon balance-sheets of banking institu- 
tions Some suggest that balance-sheets should be published at 
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least once a year in a recognized form Otheis suggest that there 
should be half-yearly, and a few even monthly, balance-sheets m 
piescribed forms In addition, it is suggested, a bank should issue 
a fortnightly or monthly statement of its liabilities and assets in 
a foim piesciibed by the Eeseive Bank or by the Go\ernmeut of 
India Seveial iMtnesses have suggested that foieign banks Vvork- 
mg m India should also be required to pubhsh their balance-sheets 
According to some vatnesses, piivate bankeis and firms should also 
be lequiied to file their annual balance-sheets or statements show- 
ing the business done by them during the year It is stated that 
the various exemptions and privileges allowed by law to a private 
limited company aie inconsistent with a private limited company 
doing banking business and using the uord “bank” in its name 

726 Among the definite suggestions put forward as regards the 
revusion of the existing form of the balance-sheet the most import 
ant are those for obtaining more detailed paiticulais concerning 
book debts, loans to directors and officeis, and investments 

727 Under ‘book-debts’ witnesses have asked for numerous parti- 
culars regal ding the different secuiities against which the debts aie 
secured, debts guaranteed by directors of banks, debts due by 
]oint-stof‘k compaines guaianteed by managing agents, etc In 
the form of balance-sheet which we have suggested latei on we 
have not included such particulars It is not in consonance with 
the practice followed by banks in other countries, nor is it in the- 
interests of tlie shareholders to give such details 

Original Form F of ba’ance-sheet included the following item 
on the Assets side 

BooK debts (distinguishing in the case of a bank between 
those considered good and in respect of which the- 
bank is fully secured and those considered good for 
which the bank holds no security other than the 
debtor's personal security, and distinguishing in all 
cases between debts considered good ana deots con- 
sidered doubtful or bad Debts due by diiectors or 
other officers of the company oi any of them either 
seierally or jointly with any other person to be 
separatelj' stated m all cases) 

On the Liabilities side of the balance-sheet was an item 
‘ Provision for Bad ‘and Doubtful Debts” 

Wliere a bank had a bad debt which was written off and 
thereby expunged, there was no question of showing it in the 
balance-sheet As a general rule, it was not the practice w^th 
the banks to show doubtful debts If they did not w'rite them 
off as bad, they created a specific provision out of profits (or out 
of some existing reserve account) to the exact amount of the doubt- 
ful debts In such a case the debts were for practical purposes 
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expunged, tliougb, in tact, they still lemained on the books ; for 
instance, if a debit against the debtor A B had a corresponding 
credit in the A B provision account (or some such account) , when 
<1 balance-sheet was taken out at the end of the yeai , the debit and 
credit referied to would cancel out and the balance-sheet would 
accoidingly not show the doubtful debts or the conespondmg pro- 
Msion In the year 1927, however, the Bombay High Court held 
that this procedure was illegal and that as long ‘as the debt due 
by A B w'as not actually expunged, so long must it be shown. as 
a doubtful debt and so long must the provision be showm on the 
othei side of the balance-sheet as “Provision for Bad and Doubtful 
Debts” As a result of this decision, a notification was issued by 
the Government of India in that year by which Porm P was 
aiteied so as to exempt banks fiom disclosing bad and doubtful 
debts, if such debts had been provided for to the satisfaction of 
the auditois Some of the witnesses considei that the alteration 
IS not an impiovement but a “definite slide-back” This change, 
they say, w'as effected wuthout consulting the vaiious interests 
involved The original provision, they urge, w^as useful in 
that it requned the banks to bung to the notice of the share- 
holders the actual amount of bad and doubtful debts and put them 
on enquiry as to whethei such debts were due to caielessness or 
dereliction of duty on the part of the management After care- 
ful consideiation of the question in all its bearings, we aie of 
opinion that bad debts must be written off and that if full pro- 
vision IS made foi doubtful debts, the figure of loans and advances 
should be given in the balance-sheet after deducting the amount 
of such provision If, how'evei, tins has not been done, any balance 
cf doubtful debts not fully provided foi should be showm as indi- 
cated in the form suggested by us 

728 It is suggested that loans granted by a bank to a limited 
company, the diiectois of which are also directors of the lending 
bank, should be sepaiately shown and that similarly loans granted 
to a limited company in wdnch any of the bank’s directors are 
members of the managing agents’ firm should also be stated 
separately It is further suggested that loans gianted by a bank 
to its diiectors, managing director, manager and secretaiy, includ- 
ing the sum lepaid by them duimg the currency of a financial 
year, should be stated separately in the balance-sheet dulv classi- 
fied and that they should not be mixed up under one heading with 
the loans granted by the bank to its other officers and employees 
We have taken this suggestion into our consideration in drawing 
up the amended form of balance-sheet 

729 It IS also suggested that investments should be classified 
under impoitant headings such as (1) Government paper, (2) immo- 
vable property, (3) debentures, (4) shares or stock of joint-stock 
companies, and (5) shares in subsidiary companies, distinguishing 
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between those quoted on a recognized stock exchange and those 
that aie not so quoted To covei all gilt-edged securities, it has 
been suggested that they should be classified foi the purposes of 
the balance-sheet as Trustee Securities It is moreovei suggested 
that investments m shares or debentures of companies m which a 
director of a bank is interested as managing agent should be 
cleaily specified m detail Further, it is pointed out that the mode 
of valuation is very elastic The bank is not required to show its 
investments at either cost or market value, with the lesult that 
investments are shown in some cases at a valuation which may be 
neithei the cost nor the market value This position, it is uiged, 
needs improvement, as instances have come to light m which 
appieciatjon in the maiket prices of investments uas taken 
into account before the investments had been lealized at 
those prices It is, therefore, suggested that it should be made 
obligatoiy by law that all investments held by a bank should be 
valued for the purposes of its balance-sheet at or under market 
price and that this fact should be clearly stated on the face of 
the balance-sheet We had the benefit of the advice of the foieign 
'experts on the question of the basis of valuation of securities 
They have expressed the opinion that the valuation should be at 
cost or maiket price, whichever is the lower If, however, this is 
laid down definitely as a basis foi valuation of secuiities banks 
that would, with a view to building up a secret reserve, piefer to 
show the valuation at a figure even low'ei than the cost or market 
puce, whichevei may be the lowei, may be precluded fiom doing 
so We aie, therefore, of opinion that in ordei not to take away 
such option fiom them, the prescnbed basis of valuation of secu- 
rities should be that the valuation should not be in excess of cost or 
maiket price, whichever is the lower 

730 Having examined the various suggestions placed before 
us foi a levisioii of the foim of balance-sheet, the moie important 
of which have been mentioned m the preceding paiagiaphs, we 
have drawm up a foim of balance-sheet which m our opinion should 
meet all piactical requnements It does not lequire banks tc give 
■such details as uia.y be mconvement for them to divulge and at the 
same time it embodies particulars winch the shareholdeis aie enti- 
tled to have to enable them to gauge the financial position of the 
banks We recommend that this revised form of balance-sheet, 
as given below, may be adopted m lieu of the existmg foim 
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Balance-sheet as 


Rs a p. Il=i a p 


Capital anfl Liabilities. 


Capital— 

Authorised Capital . .shares of Rs < ...each • 


Issued Capital shares of Rs. .each 
Subscribed Capital .shares of Rs . .each . 


Amount called up at Rs . . . .jicr share . 
Less — Calls unpaid 


Add — Forfeited shares (amount paid-up) . 


• * * • 
• • 


Loans on Mortgage or Mortgage Debenture 
Bonds ....... 

Reserve . . 

(Details of separate funds, if any, may bo given ) 

Liabiltties— 

Current and Savings Bank Deposits 
Fixed Deposits ..... 

Debts due to Banks, Agents, etc , fully secured 
against securities per contra 
Debts due to Banks, Agents, etc , unsecured . 
Bills payable' ... . . 

Sundry Creditors 

Unclaimed dividends 

Acoeptanoes foe Customers per contra . 

Biixs foe collection being Bills receivable 
per contra . . .... 

Profit and Loss — 

Balance as per previous Balance-'^heot 

Less — ^Appropriation thereof .... 

Balance brought forward 
Profit since last Balauce-sheet 


Contingent liabilities . 
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BALANCE SHEET. 

- ■■ _Lm)ited. 

' ' Li9 


Property and Assets 


Es 


a. 


E<= 


Cash — 

Cash in hand and at Bankers 
Deposits at Call and Short Notice . 
Bullion in hand . 

Investments — 


Gilt-edged and Trustee Securities 

Debentures 

Other items 

{N B — It should ho stated here that the above 
mentioned securities hav 0 been v’nluod on the 
basis that " the v ahiation is not m excess of 
cost or market price, ivluchevcr is the lower ” 
If the securities stand at a value in excess of 
that basis, the amount by which their value 
exceeds that basis should be given ) 

Biles receivable perconfm . 

Loans and other advances-^ 

Cash Credits and Demand Advances 
Loans ... . . 

Bills Discounted . 

Sundry debtors and Debit balances 
[N B — The following statement should here be 
appended — “ These Loans and Advances ore 
shown after deducting full provision for doubt- 
ful debts ” 

If tins has not been done, any balance of doubt- 
ful debts not fuJlv provided for should be 
sliown in (3) below ] 

Included in the above-mentioned total are the 


following — 

(1) Debts due by directors or officers of 

the Bank 

(2) Other debts for the repayment of 
which a director is responsible as 
guarantor or otherwise 

(3) Doubtful debts not fully provided for. 

Dhe from Customers ior acceptances per 
contra . .... 

Land and" Buildings (at cost) 

Less — ^Depreciation written off . . . 

Furniture and Fixtures ^at cost) 

Less — Depreciation written off . . . 

Other^ Assets . . . . , . 

I^OFiT AND Loss (givmg m the case of a debit 
balance details as far as possible as in the case 
of credit balance). 
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Profit and Loss Account 

! , ' 

731 The Indian Companies Act does not make it obligatory on 
joint-stock companies to laj befoie the company a profit and loss 
account every year It has been suggested that banks in India should 
be lequiied to publish such a statement every year and that the foim 
of this statement should be presciibed We see no necessity for 
any statutory piovision piesciibing the loim ot the statement 
Most of the banks alieady append a statement of piofit and loss 
account to then balance-sheets In oidei that shareholders may 
have sufficient time to consider and discuss the Directors’ Eeport 
and the statement of accounts, we recommend that the Directors’ 
Tlepoit together with the balance-sheet should be posted to the 
shareholders not later than ten dajs befoie the day of the meeting 
-and that the necessai}^ provision should be made in the Articles of 
Association 


Form G 

732 Under section 136 of the Indian Companies Act every 
banking company is lequiiod to make a statement in the form 
marked G in the Thud Schedule of the Act, or as near thereto as 
cncumstances will admit, and to displav a copy theieof and, until 
the display of the next following statement, keep it displaved in a 
conspicuous place in the registeied office of the compan\ and m 
every branch office oi place where the business of the company 
is carried on The existing form does not, howe\ci, include such 
Xiarticulars as are necessary to give an adequate idea of the liabilities 
and assets of a bank It has, therefore, been suggested that in 
lieu of this statement an abstract of the balance-sheet may be 
displayed by the banks We concui in this suggestion and recom- 
mend that there should be a provision in the Act lequning banks 
40 display a copv of their entire balance-sheet in hen of the state- 
ment in For 111 G and to continue to display it until the next follow- 
ing statement is published 


Other Statements 

733 Whether in addition to the balance-sheet banks should be 
lequned to prepare and publish othei periodical returns and state- 
ments of then liabilities and assets, and if so, in what form, and 
at what intervals, is a question which we Flunk had better be left 
for the Reserve Bank to decide, when it is staited So far, how- 
ever, as the exchange banks are concerned, we have recommended 
that in addition to periodical statements provided foi in the Reserve 
Bank Bill, annual statements showing their assets and liabilities 
relating to then Indian business, as presciibed by the Reserve Bank 
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from time to time, should be furnished b^ them to the Reserve Bank 
as a condition of the giant of licence Such statements should 
be exhibited by the exchange banks along with the balance-sheet 
at all then offices The returns to be submitted by the banks to 
the Eeseive Bank should be audited in such manner as may b& 
presciibed by the Reserve Bank 

Annual General Meeting 

734 Section 76 of the Indian Companies Act requires that a 
general meeting of a banking company shall be held once at least 
in every yeai and not more than fifteen months aftei the holding of 
the last pieceding geneial meeting It has been suggested that 
foi computation of time a distinction should be made betw^een the 
ordinary annual geneial meeting and the extiaordinaiT general 
meeting and that the annual general meeting to pass the balance- 
sheet, accounts, etc , must be held not only once at least in a calen- 
dar year but also not latei than 12 months (instead of 15 months as-- 
at piesent provided) flora the date of holding of the last annual 
general meeting We aie of opinion that it should be sufficient if 
it IS provided in the proposed Bank Act that the annual general 
meeting of a bank shall be held not latei than three months after 
the close of the yeai 

(4) Liquidation and amalga^iation 

735 If a Canadian Bank fails to meet any of its liabihties as- 
they acciue, it is taken charge of by a “Curator” appointed by the 
Canadian Bankers’ Association If within 90 days he is able to 
restore the solvencv of the bank, it may resume business, othei- 
wise the bank may be wound up During the first three months 
of a bank’s suspension the stock-holdeis have a chance to raise 
funds and to restore the bank to solvency If they fail, the Curator 
giA'es place to a hquidatoi It should be possible for a bank in 
India which finds itself im’^olved in difficulties to be reconstructed 
01 amalgamated with a strong one Timely assistance in such 
cases' often averts disaster to all concerned We, therefore, recom- 
mend that the law should permit a temporarv moiatorium on the 
lecommendation of the Reserve Bank to prevent untimely and 
compulsory liquidation of a bank which is in difficulties 

736 Amalgamation ?nd reconstruction must remain a matter of 
free negotiation and no legislation can assist m what would be an 
arrangement of mutual inteiest to the parties concerned It is, 
hotvever, suggested that the agency most competent to foster a 
movement for amalgamation is an Association of Bankers started 
on the lines of those in Canada and Austialia Others suggest the 
instrumentality of the Imperial Bank of India or the Reserve Bank 
of India It IS also suggested that if a scheme for amalgamation 
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-or reconstmction falls through, the Keseive Bank or an Association 
of Bankeis, if such an Association exists, should be chaiged with 
the duty of giving, aftei examination of the assets of the insolvent 
-bank, a guarantee to facilitate advance payment to depositors, as 
was given by Goveinment m the case ot the Alliance Bank of 
Simla We are of opinion that it should be one ol the functions 
-of the Eeserve Bank, when established, to lend its advice and 
-co-operation in cases of amalgamation oi reconstruction of banks 
nhich aie in difficulties 

737 It has been suggested that tlieie should be a provision in 
-the Bank Act requiimg that there can be no amalgamation of 
hanking institutions without the peimi'^sion of the Cential Banking 
Institution of the countiy We see no necessity foi any such pio- 
vision Geneially, amalgamations aie not and cannot be earned 
out secietly The approval of the shaieholdeis of both the institu- 
tions has to be obtained and wide publicity is given to the pro- 
posal foi amalgamation befoie it is effected It is piimarily a 
mattei for the shaieholders to decide and any inteifeience with 
then obvious light to dispose of then property as thev think best 
-u'ould, 111 our opinion, be unwarranted 

Appomtrncnt of Liquidators 

738 It IS superfluous to stress the desnability of selecting an 
independent person as liquidatoi One of the duties of a liquidator 
is to examine the affans of a bank and to take such action against 
its officeis, auditois oi directors as may be necessaiv in the light 
of such examination It has, theiefoie, been suggested that no 
peison should be appointed liquidator of a bank if, befoie or at the 
time of appointment, he was its diiector, officer oi auditor, oi held 
any othei place of profit under the bank We, however, do not 
recommend any legal provision expiesslv piohibiting of such an 
appointment inasmuch as in certain ca'^es, particulaily m the case 
of voluntary liquidation, it may be consideied desiiable and 
expedient to appoint as liquidatoi a peison connected with the 
institution concerned and conveisant with its affairs 

739 It has been represented to us that at present creditors do 
not possess any effective control ovei the liquidation of an insolvent 
bank, although their stake is piobably the laigest The position 
-in England in legaid to the question of appointment of a iiquida- 
-foi is as follows 

"Where it is proposed to wind up a company voluntaiil}’^, 
the diiectois of the company, oi, in the case of a 
company having more than two directois, the majoiity 
of the diiectois may, at a meeting of the diiectois 
held befoie the date on wdiich the notices of the meet- 
ing at which the lesolution for the winding up of 
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the company is to be proposed are sent out, make li 
statutory declaration to the effect that they have 
made a full inquuy into the affairs of the company, 
and that, having so done, they have formed the 
opinion that the company will be able to pay its debts 
in full within a period, not exceeding twelve months, 
fiom the commencement of the winding up ” (Sec- 
tion 230) 

A winding up in the case of which a declaration has been thus 
made and delivered to the Registrar of Companies in accordance 
with the provisions of the Act is refeiied to in the Act as “a mem- 
bei’s voluntaiy winding up” and in such a case the right of 
appointing a liquidator vests in the company A winding up m 
the case of which no declaration has been made and delivered as 
aforesaid is referied to in the Act as ‘‘a cieditoi’s voluntaij winding 
up” In such a case the ci editors and the company may at their 
respective meetings nominate a person to be liquidatoi foi winding 
up the affairs and distributing the assets of the company If the 
cieditors and the company nominate different persons, the choice 
of the creditors prevails and the person nominated by them 
becomes liquidator, provided, however, that any director, member, 
or creditor of the company ma}' apply to the court for an order 
either directing that the person nominated as liquidator by the com- 
pany shall be liquidator instead of oi jointly with the person 
nominated by the ciecfitois, oi appointing some othei peison to be 
liquidator instead of the person appointed by the creditors (sec- 
tion 239) Similar provisions are advocated m regard to the wmd- 
mg up of banks in India We considei , howevei , that the object 
in view will be met by a provision that in the case of voluntary 
liquidation of a bank the appointment of a liquidator shall be made 
by 01 with the approval of the Board of Directors of the Reserve 
Bank 

740 It IS also suggested that m the case of compulsory liquida- 
tion there should be provisions on the lines of the English Com- 
panies Act for safeguarding the interests of creditors by the super- 
vision of a committee of inspection oi wheie theie is no com- 
mittee of inspection by the Board of Trade We bring this sugges- 
tion to the notice of Government with a view to such action bemg 
taken in the matter as may be considered suitable 

Committees of Inspection 

I 

741 In ihe case of compulsory winding up, as well as creditors'* 
Toluntary winding up, of a company m England, the (English) 
Companies Act, 1929, provides for the appointment of a committee 
of inspection consisting of creditors and contributoiies of the com- 
panv, or person^ holding general pow^eis of attorney from them, in 
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Buch proportions as may be agreed on by the meetings of creditoiB 
knd contiibutories, or as, m case of difterence, may be determined 
by the court (sections 199 and 240) It has been represented 
to us that in the matter of liquidation of the Alliance Bank of 
Simla the committee of imestigation appointed by the creditors of 
that bank was powerless as it did not carry any such legal status, 
and a suggestion has been made that the Bank Act should provide 
for the appointment of statutoiy committees of inspection as in 
England We accordingly recommend that piovision should be 
made in the proposed Bank Act for the appointment of committees 
of inspection in the case of compulsory as well as voluntary liqui- 
dation of a bank 

Protection of special classes of depositors 

742 It has been suggested that depositors of small amounts- 
should be given piotection and preference by law and that in case 
ot hquidation savings deposits should be given priority over othei 
deposits It IS also suggested that banks should be required by 
law to hold in leseive lO per cent of their current deposits, 25 per 
cent of savings deposits and 12] pei cent of fixed deposits , that 
amounts held by a single individual m current account and savings 
bank account up to Tls 500 should be exempt from attachment 
undei civil couit deciees, that a special class of deposits called 
“provident fund deposits” or “specific purpose deposits” may be 
created and that these deposits should be given piiority in’ case of 
failnie of a bank with which such deposits are lodged We are, 
however, not in favour of any prefeience being given to any cla‘=<s 
of depositors 


Liquidation of non-Indian hanks. 

743 It has been suggested to us that special safeguards should 
be prowded for protecting the interests of Indian depositors and 
creditors in the event of winding-up of non-Indian banks We may 
mention that the view of the foreign experts on this question 
IS that although on principle it would not be unreasonable to 
make such a provision, it would not be wise to do so inasmuch as, 
if every country where a foreign bank were working did the 
same, the bank would have to split up its assets against its 
liability in several countries and the position of the whole 
institution and perhaps of all the creditors would be weakened 
We have carefully considered the difficulties pointed out by the 
experts, but having regard to the peculiar conditions prevailing in 
this country we recommend that there should be some arrangement 
under which the Indian creditors of a non-Indian institution taken 
into liquidation should have a prior claim on its assets in India and 
should also share in the general distribution of its assets outside the 
country should there be a shortage in the assets held in India 
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Acq^iimtion of contiolling mteiest in hanKing mUitutions 

714 It i& proposed "hat banks should be piobibited'by law from 
acqmiing a contiolling inteiest in other banking institutions with- 
out the disclosiue of such intoiination to the Cential Banking Ins- 
titution It IS also pioposed that any paity, him, institution oi 
company which is non-Indian should be pievented lioui acquiiing a 
contioUing interest in an} bank oi company legisteied m India 
We aie unable to siippoit these pioposals as w'e hold that it is a 
mattel foi the shareholdei s to decide 

' Protection of hanhs fiom unjust nttacls 

745 The desirabiht} ot protecting banlang institutions against 
wild lumours apd unjust attacks has been \eiy foicibh biougnt 
to oui notice Seveial witnesses aie in la%oui of some piotection 
being given to banks against ciedit-wieckeis and haAe suggested 
that there should be a piOMsion in law' to the effect that a certifi- 
cate should be obtained from the Advocate General oi from the 
Eegistiai of Companies before any one institutes criminal proceed- 
ings against a bankmg company Others, however, consider that 
such a remedy vrould be wmrse than the disease The Advocate 
General would only consider W'hethei there is a privui facie ca'?e 
and if he certified a prosecution, the position of the b'ank would 
become moie senous and much woise than under the existing condi- 
tions Moreover, it cannot be expected that the application for a 
ceitificate would be kept secret, so that e\en if the suggested 
remedy were provided for by law, it w'oiild prove inefficaciouo 
We aie inclined to believe that concealment in such a case w'ou.d 
have a more haimful effect than a full di'^closiiie While, 
therefore, we aie not in a position to ‘=;ugge''t am legal lemedA , 
we leaA’e it to the legislature to con'^idei whether any piactical 
remedy can be devised to piotect banks from finolous proceedings 

746 It IS suggested that pioceedings against banks should be 
(‘onducted m camera We find that under the pie^^ent procedure 
the magistrate concerned has the power to conduct the pioceedincs 
m camera and to make sufficient enquiries before a pioeess is 
issued 

747 It has been repi esented to us that a greater danger to banks 
from discontented shaieholders is the facility given by clause VI 
of section 162 of the Indian Companies Act under which an appli- 
cation maybe filed for the wmding-up of a compam “if the coiiir 
is of opinion that it is lUst and equitable that the compau} should 
be wound up” , and that the panic created b} snch an application is 
likely to be greater than a criminal suit against the directors on 
technical gioiinds It is, therefore, suggested that the clause should 
be amended so as to exclude banks and othei credit institutions from 
its operation We cannot support this sugpesnon 

2 p 
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Bear Raids on shares 

74S Sometimes a bank’s credit is sought to bo damaged by a 
heai laid on its tbaio'' on the Stock Exchange It is suggested 
iliat ibis can be eflectnely checked by lequning that even seller 
ot Iiankb bhaies shall gi\e tlie actual numbers of shares at the 
time he -ells them Tim suggestion is based on Leoman’s Act 
in England (The Sale and Purchase of Bank Shares Act, 1867) 
i\hich curbs speculation m bank shares b}' insigting on the numbers 
of the shares oi stock bought oi sold being specifically stated m 
the contiacts, or if tlicrc aie no distinguishing numbers, the i.ames 
of the legistered piopnetois being mentioned We regard this as 
a measure of great importance for the protection of hanks and 
Tecommend that there ‘-Iiould he a proMsion in the \ct to the ctTect 
tliat It should be incumbent on cverc seller of hankK’ shares to give 
the actual numbers of tlie shares at the time he sells them. 
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BANKING BDTTCATION 

JlBCOGNITlON OF STCDIES IN COMMERCIAL SUBJECTS INCLUDING 

BANKING 

749 Unti] the Pud ot the last centiu)' commercial educaiion 
appeals to haA’e leceived little attention m this conntiy Banking 
education, which is a branch of higher commercial education, Mas 
not eA’'en thought ot. During the last thiee decades, hoMevei, 
public interest m the question has been aroused and consideiable 
impetus has been given to the sj'stematic study ot commercial 
subjects, including banking, winch have been mcorpoiated by 
.almost all the Indian Universities in the curricula tor then exami- 
jiations In nearly all the provinces commeicial subjects also toim^ 
part of the optional subjects which may be taken at the vaiieus 
'examinations held at the end of the intermediate and secondary 
school couises Several schools and colleges specializing in com- 
mercial subjects have been established in the pimcipal cities. The 
number of students attending such institutions and reading mther 
•for a diploma or a degree has been steadily increasing Tn the 
}ear 1928-29 there were 7 colleges Math 1,599 students and 149 
schools with 7,069 students imparting education in commercial 
subjects The distribution of schools and colleges by promnces is 
•shown in Annexuie A 

Existing Institutions providing facilities fob commercial 

STUDIES 

750 The institutions providing facihties foi the study of coni- 
uneicial subjects, including banking, may be classified as follows — 

(1) Commercial schools preparing students for a certificate 

or diploma 

(2) Secondary schools wheie commercial subjects are taught 

as optional subjects or to which separate commercial 
classes are attached 

(3) Universities awarding either a special degree m Com- 

merce, or the general arts degree, aftei a study of 
economics and other cognate sciences Theoretical 
mstiuction for the B Com degree is imparted either 
in a special Department of the University or at a 
separate institution specializing m such subjects and 
affiliated to the University Examples of the former 
type are furnished by the Departments of Commerce 

( 483 ) 
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establi‘^hed b} the uuitai}' leaching Unnersities ot 
TjLicknoAA and Allahabad, and of the latlei tj-pe b} 
the Svdenham College oi Comineice ot the Bombay 
Univei “^itv and the llaile 3 College of Commeice 
affiliated to the Punjab Unnei'^iiy 

(4) The Indian Institute of Bankeis 


The Si'DL^UAM College of Commerce 

7ol The question of lecognizing the scientific stud\ of com- 
nieice nas lai^ed in Bomba} in the }eai 1005 Aftci iniestiga- 
tion ot the question thioimh a Committee, the Senate of the 
Bombay Univeisity adojited, in the }eai 1912, the Committee? 
lecommendafcion adiocatmg the institution of a degiee ot Bachelor 
of Commeice as the most buitahle method ot encoiuaging coimnei- 
cial education In the following yeai the Sydenham College of 
Commeice and Economics nas iiiaugiuated by the Go\einraent of 
Bombay loi tiaimng students foi the degiee IJudei the old le- 
gulatioiiB of the IJnneisiti the subject of “Special Branches of 
Economics”, nliich included elements of llanking and Curiency, 
nas one of the compuEoiv subjects jiiesciibed for the examination 
for the B Com degree Tlie new legiilations adopted in 1925 
gne piomiuence to the subject of Indian Cuiiencv, 32nnking and 
Exchange foi the B Com examination Those who take Advanced 
Banking as then optional subject aie lequued to acqune a know- 
ledge of the Cl edit Oiganisaiions of the jnincipal coiintiios of the 
woild. Banking Law and Piactice and Cmienc\ Pioblems Candi- 
dates aie lequned to ha\e a fan knowdedge of Economics, Account- 
ing, Commeicial Geogiaphv, Public Finance, Itfcicantile Law- 
Modem Economic Development Tlade and Statistics, and of one 
of the following ojitional snlqects — 

(1) Advanced Aocomning and Auditing 

(2) Advanced Banking, including Banking Law 

(1) The Oiganizution of the Iiuhan Cotton Industiy 

(4) Actual lal Science, 

(5) Economics of Tianspoit 

752 The Sydenham College of Commeice is so fai the only- 
institution piepanno students foi tlie B Com degiee that has been 
affiliated to the Bombay^ Unneisitv The fiist examination loi 
this degree was held in the y^eai 7916 when 50 candidates sat foi 
the examination The niimhei of candidates tJiat appealed fni the 
two examinations held m 1930 was 153 Compaied wuth the 
number of candidates foi othei examinations, this mciease in the 
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entiles foi the exaniinatiou foi the B Com degree dm mg the 
peiiod ot fifteen jeais appeals to be Aeiy small, as will be seen 
iiom the following table — 


Tear 

No 

of candidate'? for the degree of 


BA 

B Sc 

B Com 

1916 

7S0 


50 

1930 

!,494 

933 

153 


it would appeal fiom a study of these figuies that eithei 
giaduates having the B Com degiee aie not much in demand oi 
that the initial saiaiv ofteied to this class of giaduates and their 
Xnospects aie not such as to attiact many students The statistics 
legaidmg the othei Univeisities m India also show that the B Com 
degiee' has not ranch at ti action foi youths at oui univeisities (mde 
Anne\me B) 

753 Besides piepaiing students foi the Unneisity examina- 
tion, the Sydenham College of Commeice aiianges fiom time to 
time foi special couises of evening lectnies being cleliveied at the 
college on subjects of mteiest to those engaged m banking 
Among the subjects dealt with are banking, banking law, stock 
exchange seciiiities, foreign exchanges and bankers as lenders 
These lectiiies aie open to bank employees and otheis either free 
of chaige or on payment of a small fee 

Government Commercial Institute, 'Calcutta 

7o4 The Government Commercial Institute m Calcutta also 
imparts education in banking by courses of evening lectures' As 
early as 1906 the Calcutta University lecognized Banlang and 
Cuiiency as special subjects foi the M A degiee m Economics 
It has also since instituted a Bachelor of Commeice degiee, the 
syllabus for which coveis Accountancy, Auditing, Banking and 
Cuiiency, Business Oigamzation, Inland and Foreign Trade, Trans- 
port and Commercial Law This is followed by the M A degiee 
in Commeice, which requires a highei foim of training in these 
subjects 


Other Institutions 

755 In some of the University centres, such as Bombay, 
Calcutta and Lahoie, certain coinmeicial mstitutions affiliated to 
the Univeisities " piepai'e students foi the degrees instituted by 
them Foi instance, the Universities ot Lucknow, Allahabad, 
Punjab and Agia which have duimg the last decade instituted the 
Gommeice degree, have made airangements to prepare students 
for the degiee couises, which include Banking At Lahore the 
Hailey College of Commeice and Economics has recently been 
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esfablished moie or less on the model of the Sjdenham College 
of Commeice in Bombay The Madras Univeisity has a faculty of 
commeice and has made piovision for a degree m commerce, but 
there are no arrangements foi preparing students foi the degree 
in any of the constituent oi affiliated colleges Provision is, how- 
ever, made by the Univeisity for a post-graduate course extending 
over a year leading to a diploma in Economics and Banking, and 
Co-operation and Euial Economics form an impoitant part of the 
diploma course It is in oui opinion desirable that in every Uni- 
versity there should be some arrangements foi the tiaimng of 
students at lecognixed institutions foi the degree courses 


Elementary instruction in comjiiercial subjects 

736 In nedily all the provinces commercial subjects are in- 
cluded among the optional subjects for the examinations held at 
the end of the secondary school course Most of the commercial 
schools piovide courses in shorthand, typewriting, book-keeping, 
banking and commeicial geography, but a few have a larger variety 
of courses There is a Government Commercial Institute at 
Madras and also at Calicut There is also a School of Commerce- 
at Vizagapatam, which piepares students for the Government 
Technical Examinations m shorthand, book-keeping, theory and 
practice of commerce, banking anH commercial geography In the 
year 1926 the Government of Bombay started two commercial 
secondary classes attached to the ordinary secondary schools at 
Bombay and Broach and instituted the Government Commercial 
and Clerical Certificate Examination Eor the training of students 
for this examination they recognized several private institutions 
.also About the same time the Indian Merchants Chamber, 
Bombay, instituted the examination for a diploma in Commerce, 
similai to the Certificate of the London Chamber of Commerce 
In the svllabus of studies for both these 'examinations banking 
occupies an important place In Bengal, apart from the University 
commeicial classes, the most important commercial insirtution is 
the Government Commercial Institute, Calcutta Several import- 
ant changes have taken place in the Punjab dunng the last few 
years The Institute of Commerce, Lahore, was closed and in its 
place a two years’ training class was started foi matriculates at the 
Central Model School Pre-matnculation classes were closed' and 
post-matriculation classes opened at Amritsar, Jullundur, Lyallpur, 
Multan, Jhang, Sialkot, Ambala, Eohtak and Ludhiana In the 
province of Delhi there are seven commeicial classes attached to 
Secondary Schools and the Commercial High School has been recog- 
nized by the Secondary Board of Education In the United Pro- 
vinces and in Bihar and Onssa there are very few commercial 
schools , in the Central Provinces and Assam there is none 
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Activities of the Indian Institute of Bankers. 

757 Becently the Indian Institute of Bankeis has enteied the 
field of banking education The Institute was established in the 
yeai 1928 with the following among other objects — 

(1) To" encourage the study of the theory of banking and for 

that purpose to institute a scheme of examinations 
and to give certificates, scholai ships and piizes 

(2) To promote information on banking and kindred subjects 

by lectures discussions, books and conespondence 
with public bodies and individuals 

(3) To collect and circulate statistics, and othei mfoimation 

relating to the business of banking in India 

(4) To maintain a library consisting of works on banking 

commerce, finance, political economy, and kindied 
subjects 

(5) To punt and publish such newspapers, periodicals 

books, or leaflets as the Institute may consider advis- 
able 

768 It IS the aim and intention of the Council of the Institute 
that it should develop and function on lines similar to those of the 
English Institute of Bankers, the activities of which are mainly 
educational The Institute has already inaugurated an annual 
'Associate Examination The examination was held m April 1930 
at no less than 43 centres The number of entries for Part I of the 
Institute’s Examination was 954 and for Part H 191, the number 
of successful candidates being 421 and 114 lespectively 

759 The standard of this test is intended to be in all respects 
equal to that of the examinations held by the English Institute 
While, however, the examinations conducted by the latter are 
mainlj’’ adapted to the needs of bankeis in G-reat Britain the 
examinations of the Indian Institute will closely confoim to the 
needs of bankers m India There is no reason why Indian youths 
living in India and working in Indian institutions should now read 
for the examinations of institutions outside the country, when 
theie are ample arrangements foi such studies and examinations 
in India 

760 In England most of the banks give a grant tovards the 
expenses of the tuition of their employees reading for the Associate 
examination, and they also give substantial rewards to those who 
pass the examination In some of the banks the names of such em- 
ployees are taken out of the routine staff list and filed in a special 
list marked “foi promotion” Similarly, m India importance will 
no doubt, be attached to the professional qualification which the 
Associate certificate implies The examinations of tlie Institute 
are aheady recognized by some of the banks and it is intended that 
a high standard of examination shall be maintained 
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761 It IS jQecessai;y to add that the Institute meiely holds ex- 
auunatioub It is not a teaching body It does not niauitam 
any school oi stall foi teaching, noi does it give any giant-in-aid 
to any educational institution foi conducting classes The conduct 
ot examinations is not, lioiveYei, the onty hianch of the Institute’s 
aciiMties In addition, it aiianges toi a series of lectures being 
gnen bi experts on laiious subiects of interest to bankers, parti- 
cnlaih with a iien to assisting members in then studies for the 
Associate exainmation To keep the members in diffeient parts of 
India, Burma and Ceylon m touch with the activities ot the Insti- 
tute, a journal is issued every quarter and is supplied fiee ot charge 
to all members Besides furnishing information i elating to the 
alfaiis of the Institute, the journal contains articles by nnpoitant 
persons in the world of finance Facilities for reading and stud-^mg 
liteiatuie on banking, finance and kindred subjects have been pro- 
vided b"^ the establishment of hbiaiies and reading looms for mem- 
bers at Bombay and Calcutta A nucleus of a libiaiy has also been 
formed at Madias It is the aim of the Council to open additional 
centres at important places and to provide similar facilities at such 
centres The number of members is now over a thousand and is 
-^teadilv increasing Thus within a short time after its estabhsh- 
ment the Institute has extended its activities in different Hiiec- 
tion<!, and it gives promise of being a powerful factoi m the banking 
system of the countiv particularly in the spheie of banking educa- 
tion We have only one suggestion to offer for the extension of 
ds activities It is, ni oui opinion, desirable that arrangements 
fhould be made bv the Inditute for University lectures and courses 
of iimtiuction at different centres in the subjects included in the 
cuiiiculum of the Institute 


Co-ordination of effort betwfen Banks and Educational 

Institutions 

762 Xo co-oidmatioii of effort exists at present between the 
Univei litres and the banks m India The Universities do not 
appeal to have devoted much thought to the question of giving their 
commercial courses a more practical turn than is the case at pre- 
sent On the other hand, banks do not appear to attach much 
value to the theoretical instiuction m banking given in the Com- 
mercial schools and colleges, nor do they piovride facilities for sup- 
plementing such instruction bv practical training A few banks 
Give facilities to students piepaiing for the examination of the 
English Institute of Bankeis, but this is rather to enable the 
students to be admitted to the examinations than to train them with 
a view to leciuitment in the service of the banks 

banks m India do not provide any special facili- 
ties tor the tiammo of bo 3 s in banlcmg business Judging from the 
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information available to tKe Committee, with the exceptions of the 
Impeiial Bank of India and the Peoples Bank of Northern India, 
theie IS no bank in the countiy that has a definite scheme foi tiain- 
ing young men in banking business with a view to leciuitment m 
the bank’s service Undei the Piobationers’ scheme of the Imperial 
Bank of India, preference is gnsn to candidates who have obtamed 
the degree of Bachelor of Commerce, to graduates of a recognized 
Unneisity of the United Eingdom or India, to persons who have 
passed the examination of the Institute of Bankers in England, 
Scotland, Ii eland or India, and to those vho have had previous 
banking experience Facilities foi training are given to selected 
candidates Staff officers have in the past been largely recruited 
m England, but such posts are now to an increasing extent being 
filled by promotion It mav be noted, howevei, that some of the 
witnesses have complained that the process of Indianisation of the 
siipeiioi staff has been fai too slow 

The Scheme of the Peoples Bank of Xoithein India is designed 
to select suitable candidates for employment with a view to then: 
heing tiained in the tlieoir and practice of banking The selected 
candidates are lequiied to join the school maintained by the bank 
After a time they are again examined and the final selection i'? 
made 

7G4 It IS the opinion of some that the practical training re- 
ceived by employees m a bank in the course of them employment 
meets all the leqmiemenis of the b.ink and that it is not particularly 
necessary to institute theoretical courses of study in banking m 
schools and colleges Some of the witnesses hare, horvevei, ex- 
pressed the opinion that the development of banking has been 
hindered owing to the jiaucity of Indians tiained m the theory as 
rrell as in the practice of banking Orring to lack of co-oidmation 
between the banks and the educational institutions there are at 
piieseut, on the one hand, many men tiained m banks in the busi- 
ness of banking but devoid ol sound general education and sufficieno 
knowledge of the theory of banking, ^^o that they are not considered 
fully qualified to hold posts of bank manager oi assistant manager 
On the other hand, theio aie graduates rrell versed m theory but 
devoid of practical knowledge, rrho are not readily taken up by 
banks 

765 It has been suggested that the Institute of Bankers should 
serve as a liaison betrveen the banks and the Universities in con- 
nection with the training of youths m banking Close co-or dura- 
tion of effort IS essential on the jrait of the Universities, the banks 
and the institutions engaged m imparting or promoting banking 
education (U to make the couises practical, 12) to provide for 
practical training , and (3) to anauge for the employn.ent of 
tiained roriths in the banks In these directions there w much’ 
scope for useful work for the Institute of Bankers For instance, 
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it can make useful suggestions to the Universities concernmg the 
courses of studies and may approach educational institutions and 
secure their co-operation in arranging courses of lectures of special 
inteiest to bank employees It may also arrange to receive m- 
quiries from its membeis for suitable candidates for vacancies in 
then banks and pass on such enquiries to the educational institu- 
tions concerned We approve of the suggestion 


Higher training Outside India. 

766 Geneiallv speaking, highei tiainmg outside India is not 
necessary foi j'ouths aspiring to a successful career as hankers 
It appears to be the general opinion that there are better oppor- 
tunities for bank probationers and bank assistants to get a sound 
training in this country than in England An Indian student 
passing the examination of the London or the Indian Institute 
of Bankers, -witli a fevr 3 fears’ practical training in India, would, 
it is stated, be better qualified for, and prove more efficient m, the 
discharge of his duties than one who works in a branch office of a 
London bank and returns to India with the idea of having received 
special tiainmg outside India An Indian apprentice in an 
English Bank would not oidinaiily have the opportunity to get 
an insight into highei banlang problems He would be more or 
less emploj^ed on routine work, and the knowledge gained cannot 
be of mateiial assistance to him m his future career The best 
lesultfa could only be obtained if practical knowledge and experience 
were combined with theoretical study It would, however. He 
desirable, if it could be arranged, to send 3 'oung Indians possessm? 
high qualifications after they have had a good preliminary^ tiainmg 
in banks in India for the study of advanced banking, especiallv for 
the practical study of international exchange and othei subjects 
connected with currency and\^ exchange in exchange banks abroad 
A note of warning may, however, be sounded Deputing lecniits 
of mediocre abilitv for the study of banking in foreign countries 
would serve no useful purpose Only students possessing higE 
qualifications and having good practical banlang experience would 
he able to take real advantage of such studies, provided they were 
given adequate facilities 

767 It IS suggested that, should it be found difficult to secure 
for Indians adequate facilities for such advanced studies in foreign 
banks abroad. Government might make special arrangements for 
such training and that exchange banks doing business m India 
T5nonld be required to provide the necessary facilities in return 
fo’ the business facilities they enjoy in India It is also suggested 
that scholarships should be given by Government and bv banks 
to employees of banks proceeding to Europe for sucK studies 
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Study of the Indigenous Banking System 

768 The practical tiainmg of youths desiring to take up indigen- 
ous banking as their profession begms early m the firm of mdigen- 
ous bankers It is held by some that such traming leaves little 
to be desired Others, however, are of opimon that a knowledge of 
the theory and broad principles of banking would be decidedly an 
ad-vantage to such bankers It has, therefore, been suggested chat 
banking and commerce should be intioduced as an additional sub- 
ject in secondary school classes The Central Provinces Committee 
recommend the addition of banking and commerce as an optional 
subject in the veinaciilai and Anglo-veinacnlar middle schools and 
high schools so as to enable sons of bankeis and moneylendeis to 
acquire knowledge of modern methods of banking We recom- 
mend that, wherever possible, instruction should be given in secon- 
dai^i schools m elementary accounting, discount, co-operative prin- 
ciples and elements of banking and that the subjects should be- 
taught systematically wherever introduced 

769 The All-India Co-opeiative Institutes’ Association consi- 
dei that the Indian Institute of Bankers should arrange, in differ- 
ent important centres, foi courses of lectures in the vernacular of 
the community to which the local mdigenous banker belongs and to 
hold special examinations, on the result of which certificates could 
be awarded Thev are inclined to believe that it is possible chat 
such an arrangement would attract the sons and relatives of indi- 
genous bankers who would like to have some theoretical groundmg 
in their profession in their own vernacular, in addition to the prac- 
tical tiaming that they might be receivmg m their own pedhi 
(office) The suggestion is one woitliv of consideration b-'' the Ins- 
titule 

770 It IS also suggested that a paper on banking should be set 
at the vernacular final examination and that tbeie should be 
some airangement foi the continuance of the study of indigenous 
banking bevond the high school course We are not in favour of 
this suggestion, noi do -we recommend the proposal that a special 
chan for the subject of indigenous banlang may be instituted in the 
umveisities There is at piesent no chair even for modem bank- 
ing and it would be idle to piess for a chair foi indigenous bankmg 
at this stage Moreover, theie are hardly any special features of 
indigenous banking that could be taught with advantage at thp 
Universities 

771 An inteiesting suggestion has been made hv the Managing 
Goveinoi of the Imperial Bank of India that sons of the indigenous 
hanking families niav he encouraged to join jonit-stock banks 
'Asked wliethei the competition between indigenous bankeis and 
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]omt-stock bank'? would not militate against the pioposal, he stated 
that in spite of competition such an aiiangement should be feasible 
We aie of opinion that, if possible, it would be -vei} desiiable to 
intioduce such an aiiangement^ as it would acceleiate the piocess 
of model nizmg the metlmds of indigenous banking w^hile letaming 
its identity 

Study of Co-oper ith e B mstking 

772 One of the piincipal complaints heaid fiom the suppoiteis 
as well as the ciitics of the co-opeiatne movement is in legaid to 
the lack of iindei standing of the iiiiuciples of co-opeiation among the 
geneial body of membeis of co-opeiative societies and the scarcity of 
tiained men foi employment on the staft of' co-opeiative oiganiza- 
rions The lemedy suggested is “teaching, moie teaching and ‘?till 
moie teaching” It has, no doubt, long been the policy of the co- 
opeiative depaitments m the dilfeient piovinces to tiam membeis m 
the jiiinciples of co-opeiation and luial finance, but almost all the 
Pionncial Committees have pointed out that a good deal lemamsto 
be done in that dnection We de‘?ne to emphasize the need for 
such education and tiaming on an extended scale 

773 Theie aie some facilities foi education in co-opeiative 
banking m the existing system of secondaiy and umveisity educa- 
tion in the countiy Foi instance, co-opeiation is included m the 
Economics couise foi the B A degiee and for the B A Pass and 
Honouis couises Most of the Univeisities piesciibe a special 
papei 01 papeis on co-opeiation for the examination foi the degiee 
■of Mastei of Aits It is also an optional subject foi the Intei- 
mediate couise Theie is, howevei, no legular school oi college 
wheie tiaining in co-opeiative finance and banking is impaited, 
although in the Economics depaitments of '?ome of the Univelsf- 
ties agiicultuial economics and co-opeiative banking ha^e been 
leceiring inci eased attention The cuiiicula foi the examination 
foi the degiee of B Cora and othei commeicial examination'? and 
foi the Associate examinations of the Indian Institute of Bankers 
do not specifically include co-opeiative banking It has been sug- 
ge-ited that consideiing the impoitance of this blanch of banking, 
paiticulailv to this countiy, it should find a place m the cnrficulum 
of ';ti'<heN foi the examination of the Institute of Bankeis, at least 
as an optional subject 'We commend this suggestion foi the 
coiisideiation of the Institute 

774 In the Sidenham College of Commeice of Bombay a 
sepaiate papei is set to candidates aspning foi seivice in co-opeia- 
tive banks The Bombay Pioiincial Co-opeiative Institute also 
holds an examination foi the Banks’ Officeis’ Diploma Candidates 

* V fic Pvcport- of t]i“ Tn-(vn'enfl Conimitle© (pniagraph 51), of the Linlithpjow 
Coinni 139100 (parapraoh 379), and of the Pro\ inc’ai Banking Fnqmrv Comraitlees 
fBomha-v ,paias ?08 and 209, Madias, j^ara 340, Punjab, paras 15 1 and 152, and 
Bihar and Orissa, pare 291) 
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foi tlie co-opeiati\e bank manageis’ and bank inspectois’ examina- 
tions, conducted bA the Piovinciai Co-operative Institute, Bombay, 
have to undeigo a couise ot practical tiamiiig at the Pimincial 
Banlc and its afl&hated institutions foi uliich facilities aie piovided 
bi these banks Aiiinentices aie enteitained b} this Bank and 
also by some other banl.b It is beheved that this system has 
pioved useful m training junior workers foi all giades ol co-opeia- 
tive institutions The Institute holds classes foi these examinations 
and has established thiee co-opeiative schools in Gipeiat, Maha- 
lashtia and the Ivainatak wheie among other courses special 
courses aie aiia'nged for preparing candidates toi the posts ot 
central co-opeiative banks’ inspectors and uiban co-opeiative 
banks’ secietaiies 

775 In Madias also aiiangements ha^e been in existence foi 
the last thiee or four veais toi impaiting tiainmg in co-opeiation 
There are at present seven training centres at woik The one in 
the city of Madias is attached to the Goieinraent School of Com- 
merce and admits only graduates, piefeiably those who have 
graduated m economics Besides this institution, there aie six 
training schools in the mofussil which provide shoitei couises m 
the same subjects and admit for tiaining not only graduates and 
intein;iediate'5, but also thoee who hold the secondar} school 
leaving ceitificate AVe undei stand that the ‘^illabus now in 
force IS undergoing revision and that co-opeiative pioductioii and 
co-opeiative niaiketing have been included in the new syllabus 
The activities of these institutions are co-oidinated b-v a Central 
Committee consistmg of a lepiesentative fiom each of the tiaming 
institutions, and two educational experts co-opted by them, wuth 
the President of the Provincial Co-operative Union and the Eegis- 
tiai of Co-opeiative Societies as ex-of&cio members The Govern- 
ment of Madias beai tire entiie cost of the institute m the city and 
subsidize the mofivsil institutes, besides lending the '=ei\ices of a 
few departmental officials to teach '^ome of the subjects The 
Madras Provincial Co-opeiative Bank trains 3 oi 4 apprentices 
eveiy year loi highei appointments in co-operative cential banks 
01 district federations Some of the district co-operative federa- 
tions, are aiiangmg to have with the aid of a Government subsidy, 
peripatetic instiuctois wdio wfould go round lecturing to the villagers 
singly or in small groups 

776 The Madras Committee suggest’’' that the difficulty of 
finding persons to caiiv on the biwmess of co-operative sale socie- 
ties may be mitigated bv introducing closer study of the maiketing 
of agiicultiual pioduce in the co-opeiative training institutes in 
the mofussil and m the Central School in Madias It is not essen- 
tial that such persons should be tiamed in the technical methods 
imuhed in gi owing the crops buC it is urged, they must be taught 
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if possible, given pia-ctical tiaimng in the technicalities of 
trade* in the country and also m the methods which have been 
•su-tesstul in oiganizmg co-opeiaDive maiketing in other countries 
We approve ot this suggestion and recommend that closer study 
of marketing of agricultural produce may be introduced in the co- 
operative tiaiuiiig institutes The co-oxrerative institutes can do 
a great deal to assist marketing by investigating through their 
lieimanent stalf marketing conditions and by collecting statistics 
of puces ot produce and cost ot production 

777 The lepoit recently published on the system oi training 
co-opf‘if tive officers in the Punjab and the United Piovince-s con- 
tains interesting details concerning tne training classes conducted 
at Uuiclaspui aiid Lyallpui in the Punjab and at Partabgaih in 
tire United Piovimes The mam object ot tbe training dass for 
inspectors at Guidaspui is to impart thorough knowledge in^ the 
theory, law and practice of co-opeiarion, rural economics and other 
tillied subjects, to those who seek emplovment in the co-operative 
department and to equip them fully for rural reconstruction work 
Since 1918 candidates have been selected from members of the 
notified agricultuial tribes (who are generally M A ’s or graduates 
with first class honours m Economics or m Agriculture) as it is 
<onsideied that in propaganda and in missionary and educational 
noik an intimate acquaintance with the life of the cultivators and 
the artisans, who are to be approached, and sympathy with their 
outlook IS essential The candidates receive a course of inten- 
sive teaching m Emal Economics and Law and Theory and Prac- 
tice ot Co-opeiation, Banking and Einance A terminal examina- 
tion IS held, the standard of which coriesponds to that of the ex- 
amination for the M A degree of the Pnniab Unneisity Just after 
the terminal examination candidates are sent to the central banks 
to study their methods of working and account-keeping A pei ma- 
nent mspector is also required to attend the Eural Bconomv class 
at Tjj allpur for a month He must continue his studies as long 
a‘= he IS iri service Eefreslier courses are annually held in circles 
of Assistant Eegistrars An inspectress has been appointed to work 
among the women of the province Classes are also held for the 
training of candidates for the posts of sub -inspectors 

77F In the United Provinces of Agra and Oudh also there are 
training classes for officers The period ot instruction, which’ 
IS both theoretical and practical, lasts for about six monrhs After 
the completion of the traming at Partabgarh candidates are placed 
under circle inspectors for practical training for a period of" three 
months Eural reconstruction is an important item in the syllabus 
and a refresher course is also arranged for, as in the Punjab 

779 We recommend that co-opeiatnc educational mstitutions 
should be established m each province The suBjects, which 
•amongst others will have to be studied, are co-operative education. 
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piopaganda, progressive tanning methods, bankmg, accountancy, 
rural economy, maiketmg methods and rural industiy We feel 
that there is need for an All-India Co-operative College also for 
higher study of co-operation and allied subjects and lesearch work 
The Provincial and the Central Co-operative Colleges should not 
be Government institutions The question of their establishment 
should be left to organizations conducted by co-operators them- 
selves, though Government may assist them' by means of grants 
In this connection we invite attention to the lecommendations 
made by the Eoyal Comnussion on Agriculture in India in para- 
graphs 376 and 389 of their Report regarding the provision of 
faoihties for the study of co-operative developments in India and 
abroad 

780 As regards reciuitment of the staff, the co-operative banks 
generally prefer B Corns or G D As and those who have passed 
the examinations held by the Co-operative Institutes It has been 
suggested by the All-India Co-opeiative Institutes’ Association that 
appointments should be hiade on the result of a competitive 
examination, which should be specially held for the purpose once 
a year by the Association at different centres and that arrange- 
ments for the practical training of the selected candidates should 
be made in co-ordmation with the Registrars of Co-operative 
Societies and the Provincial Co-operative Banks ^We consider it 
necessary that officers of co-operative central and provincial banks 
should have received full training at, and passed the examinations 
of, the co-operative educational institutions mentioned above and 
that this should be an essential condition governing the recruit- 
ment of the staff of officers 
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ANNEXUEE A 

I — Coinmeicial Sci^ools b} Piovmces in the yeai 1928-29 


Province 

» 

1 

i Schools 

i 
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raiE9«(.-«;9w ss 2 Mr«.'sneia 

1 

{ Xumbor 

’ of 

j jiujiils 

Madras 

44 

1 1,682 

Bombay 

32 

CO 

o 

Bengal 

32 

1,942 

United Provinces 

4 

203 

Punjab 

12 

1 328 

f 

i 

Burma . 

' 11 ' 

1 491 

t 

Bihar and Orissa 

! 13 : 

1 363 

Central provinces 


i 

1 I 

Assam . 



Delhi >4 4 j 

1 i 
1 

' 256 

British India 

1 

) 1 

149 ! 

t 1 
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n — Commercial Colleges by Provinces m the year 1928-29 
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United Provinces 


] 

1 

748 

Punjab 



1 

82 
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1 

Delhi 








] 

1 
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SUMMARY OP RECOMMENDATIONS 

781 Befoie pioceeding to summarize our recommendations we 
should like to emphasize that all our recommendations are based 
on the fundamental assumption indicated in paragraph 16, namely 
that the administration of the pioTiuces and the central Govem- 
meut would be nnollj^ in the hands of ministers fully responsible 
to the respective legislatures 

782 We now summarize our recommendations as follows 

(1) In Older to provide Government with the information it 
requires to pursue a progressive and constructive agricultural policy, 
a Provincial Board of Economic Enqmrj' should be established m 
each provmce (Paragraph 73 ) 

1,2) Attempts to reheve piioi indebtedness may be usefully made 
in locahtres where co-operative land mortgage banks exist and the 
further establishment of these banks should be encouraged where 
there is reasonable prospect of their successful workmg having 
regard to all the local conditions (Paragraph 87 ) 

(3) To satisfy the credit requirements of the large class of agri- 
culturists who are outside the co-operative movement and to provide 
substantial loans to big land-lords, Provincial Land Mortgage Cor- 
porations on a ]oint-stock basis or on the model of the English 
Land Mortgage Corporation are necessary (Paragraph 87 ) 

(4) A scheme of debt conciliation on a voluntary basis is recom- 
mended for the consideration of local Governments (Paragraph 
91) 

(5) The case for a simple Rural Insolvency Act should be consi- 
dered in every province Certain special provisions in the Act are 
also suggested (Paragraph 93 ) 

(6) The Governments concerned should also explore the possi- 
bility and desirability of undertaking other legislation to secure 
the settlement of debts on a compulsory basis (Paragraph 94 ) 

(7) The Punjab Regulation of Accounts Act (1930) is commend- 
ed to the other provincial Governments for consideration (Para- 
graph 116 ) 

(8) The Usurious Loans Act (1918) is capable of being worked to 
the advantage of the debtors in many provinces and should be re- 
tained and a special report on the workmg of the Act should be in- 
cluded in the Annual Reports on the Administration of Civil 
Justice (Paragraph 116 ) 
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(9) tiovisions similar to the follovnng provisions m the English 
Money-lenders’ Act aie lecommended foi intioduction m India by 
legislation in legaid to inoney-lendexs as defined in the Punjab 
Pegulation of Accounts Act, 1930 — • 

(a) Ko amount shall be chaiged bj' the money-lender for 
expenses, incidental to or relating to the negotiations 
for or the granting of a loan by a money-lender If 
it IS found necessary to peimit the money-lender in 
India to lecovei certain classes of expenditure from 
^ the borrower, these should be clearly specified in the 

legislative enactment 

ib) The enhancement ol mteiest for default in lepajment 
should be illegal 

(c) jSIo contiact for the repayment of money lent by a money- 
lender shall be enforceable if there is no note or 
memorandum in waiting of the contiact made and 
signed by the borrower or if it is proved that the note 
or memorandum, mentioned above, was not signed 
before the money w^as lent (Paragraph 122 ) 

(10) Money-lenders should be induced to join co-operative socie- 
ties on the condition that they cease lending privately to the mem- 
bers of such societies (Paiagiairh 123 ) 

(11) Where complaints about Pafh'an money-lenders are com- 

hron and no proceedings can be taken against them under the 
'ordmary law. Government should take action under Section 3 ot 
the Foreigners’ Act or under some special legislation, and deport 
such money-lending Pathans as are found tp be a mpnace to 
society » (Paragraph 123 ) ^ ' 

(12) Courts should be empowered to dismiss cases bioughl; 
before them bv monev-leiideis foi lecoveiy of sums due from 
horiow'ers in distant tlistiicts m cases where the boraow^er is made 
to sign a promissoiv note stipulating that the loan shall be repaid 
in any of the several districts mentioned therein (Paragraph 123 ) 

(13) Such indigenous bankers as are engaged in banking proper 
■Ol are prepared to shed their business other than banking should be 
^eligible to be placed on the appioved list of the Eeseiwe Bank in 
the same manner as joint-stock banks The Eeserve Bank should 
prescribe a standard wdiich indigenous bankers must satisfy before 
they can be given the concession recommended Such indigenous 
bankers should also agree to have proper boolcs of accounts kept in 
the usual recognized manner and to have them audited annually 
by recognized auditors These books of accounts should aho be 
■available to the Eeserve Bank for inspection and audit Such of 
the indigenous bankers whose deposits dp not exceed five times 
their capital should, ‘during the first five years of the working of the 
Peseive Bank, be exempt from the rule relating to compulsoiy 

2 G 2 
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deposits At the end of tJiat peiiod it would be left open to the 
Eesei\e Bank to take such action in the mattei as it may consider 
necessaiy m oidei to make its ciedit policy effective (Paiagiaph 
139 ) 

(14) Institutions leceiving lediscount facilities fiom the Reserve 
Bank should not chaige to the public rates which, in the opinion 
of the Reserve Bank, are unduly high (Paragraph 141 ) 

(15) Pacilities for remittance of funds at the same rates as are 

charged to all joint-stock banks should be given to indigenous 
bankers who are included m the schedule of membei-banks of the 
Reserve Bank (Paragraph 142 ) > ' 

(16) The benefits of the Banker’s Books Evidence Act should 
be extended to such indigenous bankers as are placed on the ap- 
proved list of the Reserve Bank (Paiagiaph 142 ) 

(17) The proposals in paragraphs 137 to 142 should apply 
equally to mone 3 ^-lenders who satisfy all the- conditions prescribed 
for indigenous bankers (Paragraph 143 ) 

(18) The adoption of a more liberal policy by the Imperial 
Bank of India and other joint-stock banks in granting facilities to 
the large number of indigenous bankers whose pimcijial business 
IS not banking, oi who do not take to banking as their principal 
business as soon as a Reserwe Bank is estabhshed, is commended 
for the sj^mpathetic consideration of these banks (Paragraph 
144 ) 

(19) The co-opeiative piimaiy societies should serve as savings 
banks foi then members and promote thrift (Paragraph 155 ) 

(20) The present legal provision m section 19 of the Go-opeia- 
tive Societies’ Act (1912) giving to the society a prior clarm is not 
satisfactoi}^ The piioi claim should be conveited into a first 
charge (Paragraph 155 ) 

(21) The proposal that central banks should lend to societies at 
concessional lates sums up to the extent of the reserve fund in 
deposit with them is recommended for the consideration of the 
authorities concerned (Paragraph 155 ) 

(22) Cential banks should start a bad debt fund and cany a 
reasonable amount of profits to that fund, m addition to +he statu- 
toiy allocation to Reserve Eunds (Paragraph 157 ) 

(231 Provincial banks should continue to be bodies mcoiporated 
under the Co-operative Societies’ Act The executive head of a 
pioMiicial bank should be a thoroughly trained banker with com- 
petent knowledge of the principles and practice of co-opeiative 
ciedit (Paragraph 159 ) 

(24) Provincial banks should not deal dnectlv with primary 
societies but should consohdate and stiengtlien then position as 
financing agencies and balancing centres foi central banks 
(Paiagiaph 159 ) 
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(25) The Co-ojDeiative Societies Act should be amended so as 
to piovide for the legistiation of societies on an All-India chaiactei 
01 societies opeiating in moie than one piovince (Paragiaph 
161 ) 

(26) The oidinaiy co opeiative ciedit societies should confine 
themselves to dispensing shoit-teim and intermediate ciedit , 
long-term ciedit can be provided only by land mortgage banks 
(Paiagiaph 165 ) 

(27) In oidei to popnlaiize the co-opeiative movement and to 
promote a sense of lesponsibihty among the members of the society, 
the official control that now exists in certain provinces should be 
slackened (Paragraph 168 ) 

(28) The need for carefully scrutinizing the economic purpose 
of the loan and the repaying capacity of the boiiower in dispensing 
co-operative loans is strongly emphasized Exemptions from le- 
pajnnent should be given only m cncumstances of exceptional 
difficult}' and any tenderness in dealing with the defaulting 
members should be avoided Pepayments of loans should not be 
lestiicted to the same period for all debtors but should be fixed 
according to the special needs of individual borrowers (Para- 
graph 170 ) 

(29) It IS strongly recommended that the non-official leaders 
'of the co-opeiative movement and the officials of the co-opeiative 
department should make special efforts in promoting special type 
societies (Paragraph 171 ) 

(30) A special scheme of audit is recommended for the due 
discharge of the statutory functions of audit imposed on the 
Piegistiai (Paragraph 173 ) 

(31) The introduction of the normal credit system in co-opera- 
"tive primary societies is recommended (Paragraph 174 ) 

(32) Granting credits on current account and cheque transac- 
tions should be introduced wherever possible (Paragraph 174 ) 

(33) Certain suggestions for a reduction in the present rates ot 
interest charged by co-operative primary societies are recommended 
for the consideration of Piovincial Governments and, non-official 
co-operators (Paragraph 176 '' 

(34) If a rural society charges its members a rate higher than 

12 per cent per annum, it should form the subject of careful 
enquiry by the Provincial Government and the provincial bank 
concerned and steps should be ta^ken to reduce the rate of interest 
(Paragraph 176 ) ' 

(35) Special steps should be taken for the efficient and ade- 
quate training of both the official and non-official co-operative staff 
Endeavours should be made to secure trained secietanes for the 
•societies (Paragraph 179 ) 
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(36) If the paniliayat of a society should advance loans in* 
excess of the limits piesciibed by the bye-laws of the society or 
otherwise, they should be held peisonally liable as guarantois of the 
Joan and the rules under the Act should, if necessary, be amended 
accoidingly (Paragraph 179 ) 

(37) Generally speaking, central banks should operate ovei 
faiily large areas with a good number of societies affiliated to 
them (Paragraph 179 ) 

(38) The management of a central bank should be in accoid- 
aiice with businesslike and co-operative principles and there should 
be full-time secietaiies and managers of the best character well- 
tiamed in banking and co-operation (Paragraph 179 ) 

(39) The importance of cash credit and overdraft facilities being 
generously given by the Imperial Bank of India on proper co- 
operative paper satisfying the standards prescribed by the bank 
is emphasized (Paragraph 181 ) 

(40) Free remittances of funds for co-opeiative purposes is of 
the utmost importance to the co-operative movement and no 
attempts should be made to curtail those xirivileges under the 
rules of the Government of India m this matter (Paragraph 182 ) 

(41) As regd’’ds remittance facilities for other than co operative 
purposes co-opeiative banks should be entitled to the same pri- 
vileges as joint-stock banks (PaiagTaph 182 ) 

(42) Loans against produce to members of co-operative societies 
are of great economic benefit to the cultivators and the encourage- 
ment of such loans, subject to storage accommodation being avail- 
able and subject also to the provisions of the bye-laws of these 
societies, is recommended (Paragraph 185 ) 

(43) Wlien the co-operative movement requires State aid in any 
exceptional circumstances the State should continue to give tem- 
porary aid sufficient to enable the societies to tide over the crisis 
(Paragraph 187 ) 

(44) When a Provmcial Government is satisfied that for meet- 
ing the needs of the co-opeiative movement in exceptional circum- 
stances or fpr the development of the agricultural mdustiy it is 
necessary to make loanable capital available to the co-opeiative 
lianks, the provincial Government should, with the concuiience of 
its legislature, place at the disposal of the provincial co-operative 
bank such loans as mav be necessary to meet the requirements of 
central banks and primary societies (Paragraph 189 ) 

(45) Contributions from Government funds to the expenses of 
the co-opeiative movement in backward tracts and among the 
backward classes shoulo be continued and increased (Paragraph 
189) 

(46) In order to ensure the supply of cheap and adequate credit” 
to agriculture, certain provisions should be made in the Beseive 
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Bank Act for linking up the co-opeiative banks with the Central 
Bank of the countiy (Paragiaph 191 ) 

(47) Profits of co-operative societies should be exempt both fiom 
income-tax and super-tax (Paragiaph 195 ) 

(48) The exemption of co-opeiative societies from payment ot 

income-tax and super-tax on earnmgs from investments in public 
secuiities oi land moitgage debentuies to the extent such invest- 
ments aie necessaiy for the purpose of then fluid lesources and for 
the imestment of leseive funds as presciibed by the lules is 
recommended (Paiagiaph 196 ) ' 

(49) No money should be advanced by co-operative land moit- 
gage banks which is not economical^ profitable to the borrower and 
loans should be devoted to the principal objects specified (Para- 
giaph 218 ) 

(30) The amount and peiiod of loan should be fixed with due 
legaid to the repaying capacity of the boiiowei and also to the 
puipose for which the money is advanced Loans might be gianted 
foi a stated puipose and foi stated peiiods and foi the piesent the 
maximum peiiod should be 20 yeais With sound management 
the bank should be able to extend the peiiod to 30 yeais if neces- 
saiy Until more expeiience is gained the amount of individual 
loan should be limited to a maximum of Es 5,000 and in no case 
should the amount of the loan exceed 50 per cent of the value of 
the moitgaged security (Paragiaph 219 ) 

(51) The repayment of loans should be by a system of equated 
painnents, liut if local conditions reqmre, a system of graduated 
payments may be adopted, so as to provide for lepayment by laigei 
instalments commencing after the investment of the loan on land 
has lesulted in increased profit (Paiagraph 220 ) 

(52) The woilang capital of the co-operative land moitgage 

bank should be derived from shaie capital and debentuies The 
shaie capital should be raised by deduction of 5 per cent of the 
amount boiiowed by members at the time the loan is advanced 
In Older to ensure the supply of the initial resources wherewith to 
starr the operation of the mortgage bank, it is recommended that 
the provincial Government should, where necessaiy, make advances 
fiee of inteiest under a stipulation that the advances should be re- 
paid cut of the realizations of the debenture issues If largei 
shaie capital is required with the developi^nt ^ the banks the 
supply of such share capital bj^ piovincial commended for 

then caieful consideration (Paragraph 221 ) 

(53) The pi’oportion of the debenture to the shaie capital 
should be left to the discretion of the co-operatois in each pro- 
vince but in no case should the value of debentures outstanding 
exceed the outstanding amount under mortgages given bv the 
borrowers and over which the debenture-holder has a floating 
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chaige The luteiest on debeiitmes sbouUl be gnaianleed by the 
Piovmcial Goveinments foi the whole period of their currency. 
(Paiagiaph 221 ) i 

(54) Bebentuies, the interest on which is guaranteed by Go\- 
einment, should be included among tiustee securities provided 
GoTeiJiinent is satisfiel that adeguate aiiangeinenis have been 
made by the bank foi the ledemption of these debentures at regular 
mteivals (Paragraph 221 ) 

(55) If in anv piovince it becomes necessai> and appears to 
be moie advantageous for the moiement tlrat the Government 
should purchase debentures ot certain lalue such foim of State 
assistance is recommended (Paragraph 221 ) 

(56) The debentures should be issued bj^ a central institution 
called the Provincial Land Mortgage Corporation and the actual 
sale of debentures should be made not only bj the PioMiicial Cor 
iroiation but also by piimaiy land mortgage banks nlncli may be 
called the district mortgage banks (Paragraph 222 ) 

(57) The district moitgage banks should operate o\er fairly 
large areas and must not be too small (Paragiaph 222 ) 

(58) The district mortgage banks should be entitled to obtain 
the necessary finance from the provincial land mortgage coi'poration 
against a transfer of the mortgage securities which should be arail- 
able to the latter for issuing debent nr cs (Paiagraph 222 ) 

(59) PioMircial co-opeiative banks should not function, except 
as a letupoiaiy inea^uie, as central laud mortgage banks for the 
Xriovince but there is no objection, until the PioMircial Land Mort- 
gage Corporation is established in a pioMirce, to the provincial 
bank financing the primary land moitgage banks nrth long-tenn 
capital specially raised for the purpose (Paiagrajrh 222 ) 

160) When cir application to a land moitgage liank is made by 
a member who is also a menihei of a credit society, the opinion 
of the credit society should ordinarily be obtained in regard to the 
advancing of the mortgage loan, though the lesponsibilitv legaid- 
mg the ascertainment of the financial standing of the applicant 
and the giant of the loan must rest with the land moitgage bank 
(Paragiaph 223 ) 

(61) The xnimary land mortgage banks and the co-operative 
credit societies should v\oik entiieL ajiait and the transactions of 
the tv\o should not m any nay he mixed up (Paragraph 223 ) 

(62) The land moitgage bank should be given the power of foie- 
closnie and sale nithont leconise to civil courts subject to certain 
safeguards (Paragraph 225 ) 

(63) The amendment of the insolvency law so as to give greater 
liiotection to the land moitgage bank against avoidance of mort- 
gage bjj' the nnsecuied creditors of the rnsoLent is recommended 
(Paragraph 226 ) 
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(64) Fiom a puiel 3 ' banking point, of Yiew the lenioval of all 
impediments to the fiee transfer of lands is desiiable It is le- 
■cognized that othei coiisideiations aie involved and it is lecom- 
mended that Piovmeial Goveuiments and their legisiatme-. should 
piopeily weigh the various consideiations in shaping then policy 
(Paiagiaph 228 ) 

(65) An alteiation lu the Land Alienation Acts so as to give 
-co-opeiative land mortgage banks light to take possession of land 
thiongh foieclosuie on default of the paj^ment of the instalment ot 
the loan and to sell it is recommended (Paiagiaph 228 ) 

(66) The dtvelopment of well oiganized lomt-tlock land mort- 


gage banks foi the benefit of the numeious classes of landowneis 
who cannot be adequately seived bj’’ the co-opeiative ciedit orga- 
nizations IS recommended (Paiagiaph 235 ) 

iSToimall}^ loans foi impiovement should be spiead over 
a peiiod of j'eais and only in cases wdieie the amount advanced 
IS veiy small oi the impiovement allected is veiy tempoiaiy should 
the lepajment be lequned wathin a shoitei peiiod (Paiagiaph 


238 ) 

(68) Piovincial Governments should take steps to mmimize 
delais in the i’‘no=al of apphcations foi takavi loans and to lessen 
the oppoitumtips foi illegal giatifications O&ceis disti ibiiting 
takavi loans should be of some standing and should be on the 
lookout foi cases of illegal exactions (Paiagiaph 240 ) 

(69) Wheie funds aie insufficient, advances might be lestiicted 
to a smallei numbei of lecipieiits w’hose need is the gieatest and 
then lequnements might be satisfied in full (Paiagiaph 240 ) 

(70) Loans should be given on a moie hbeial acieage late than 
at piesent (Paiagiaph 240 1 

(71) Any laxity iii lealizations of takavi loans is not apxnoved 
■though hbeial suspensions and leinissions wdien necessity aiises 
IS favouied (Paiagiaph 240 ) 

(72) Dates of lepavment should he fixed wuth due legard to the 
dates of haivest Cattle loans should be lepaid, if necessaiy in 
two kists instead of one, and siinilail}' the lecovei} of loan, ad- 
vanced in times of distiess should invaiiably be effected in moie 
than one instalment (Paiagiaph 240 ) 

(73) When joint bonds aie taken the amount due fiom each 
individual boiiowei should be enteied sepaiately in the bonds, 
6^613 attempt should be made to leahze fiom each individual the 
amount so shown, and joint liabiht^^ should be enfoiced only 
as a last lesoit and should even then be appoitioned as fairl^^ as 
qiossible (Paiagiajih 240 ) 

(74) Steps should be taken to lemove the geneial ignoiance 
about the ciedit facilities available undei the Land Impiovement 
•and the Agricultuiists Loans Acts and the piocedure to be fol- 
lowed in secuimg these facilities (Paiagiaph 241 ) 
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(75) The definite policy of agiicultuial impiovements and famine 
piotection followed in the ISijapui Distiict in the Bombay PiCbi- 
dency is lecommended for adoption elsewheie '^ith suitable agen- 
cies toi advice, guidance and supeivision (Paiagiaph 241 ) 

(76) The attention of provincial Goveinments is draMm to the 
lecommendations of the Ro’^al Commission on Agiicultuie and ot 
the Provincial Banking Enqumy Committees for examining and 
suggesting to cultivatois the possibilities of agricultuial improve- 
ment (Paragiaph 241 ) 

(77) In backward tiacts nheie the cultivators aie not fitted to 
exeicise the lights of tiansfei of land and where co-opeiative credit 
societies cannot be successful and also in aieas which frequently 
suffei from defective distiibution of lamfall and watei supplv the 
fiee aiailabihtv of facihties under the Agiicultuiists Loans Act is 
stioiigly iccommended (Paragiaph 241 ) 

(78) The operation of the Agiicultunsts Loans Act should be 
generally restricted to lehef of distress (Paiagiaph 242 ) 

(79) The attention of Govenment is drawn to the weighty 
observations made by the Indian Famine Commission, 1901, regard- 
ing the policy to be followed bv Goveinmeiit in the mattei of 
gi anting loans under the Agricultuiists Loans Act and the Land 
Impiovement Loans Act (Paiagiaph 243 ) 

(80) The giant of advances under the two Acts should not 
replace the assistance for famine lehef (Paiagiaph 243 ) 

V ^(81) It IS inadvisable to use the co-opeiative agency to advance 
loans to non-membeis on the lesponsibilitv of the society foi then 
recovery and their piopei application There is, however, no 
objection to Government using the co-opemtive societies as agents 
for distribution (Paragiaph 245 1 

(82) An extension of the system of advances bv joint-stocE . 
banks against precious metals including oinanients is supported^ 
(Paragraph 252 ) 

(83) The recommendations of the Bengal Piovmcial Banking 
Enquiry Committee in legaid to loan offices are geneially approved 
with certain minor modifications tParagiaph 257 ) 

(84) The appointment of a special officer bv the Bengal Gov- 
ernment for the first few yeais at least of the woikiiig of the pio- 
posed Loan Offices Act in order to supeivise and give svmpathetic 
guidance to the loan offices i'= recommended (Paragraph 258 ) 

(85) The Government of Bengal and the piovmcial legislature 
should examine Mr H E Saikei’s note on the question of the 
position to be occupied bv the loan offices hereafter m the Indian 
banking sphere (Paragraph 260 ) 

(86) The enactment of a special provincial legislation to deal 
with A'?a/ns and Chit Funds in Madias with ceitain detailed provi- 
sions IS recommended (Paragraph 264 ) 
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(87) The lecommendations of the Eoj'al Commission on Agn- 
cultuie m India and the vaiious Piovincial Banking Bnquny Com- 
mittees for impioving and organizing agiicultuial marketing aie. 
supported (Paragraph 272 ) 

(88) The establishment of co-operative sale societies wherever 
there are reasonable chances of their successful working is recom- 
mended Such societies should not only purchase their members' ' 
produce ontiightj but should also continue the present practrce of 
acting' as agents to pioduceis for the sale of then produce Thev 
should deal onl}^ vith the pioduce grown by the membeis except 
in any particular locality wdiere the society is competent to deal 
with non-members’ pioduce (Paragraph 275 ) 

(89) In then own interest merchants and traders should take all 
steps that are possible to use liquid goods in then possession fox' 
getting cheaper accommodation from banks (Paragraph 279 ) 

(90) Provincial Governments should consider the desirability of 
advancing long-term loans at concessional rates of interest to 
co-operative societies to build godowns in centies which piovide 
good markets (Paragraph 280 ) 

(91) The question of jiroviding warehouses by private agencies 
and licensing them, and the piovision of capital for their construc- 
tion, should be taken uj;) by Provincial Governments, the efforts 
of the Provincial Governments m this matter being co-ordinated 
bj the Imperial Council of Agricultural Research (Paiagiapli 
281) 

(92) A detailed investigation of the prolilem of starting railway 
warehouses in the chiet centies of trade should be undertaken by 
the Railway Board and rhe railways should be asked to stait ex- 
periments at selected centres (Paragraph 282 ) 

(93) With a view to encouragmg private enterprise to provide 
and work warehou'-es in the vicinity of railway stations certain 
modifications in the terms of ihe lease suggested by the Railway 
Board are recommended (Paragraph 282 ) 

(94) The placing of railway receipts by the legislature on the 
same footing as bills of lading is recommended It is further re- 
commended that railway receipts should be made negotiable and 
that the lailwny authorities should issue instructions 
that the receipt should give as full a description as possible of the 
goods covered by it (Paragraph 283 ) 

(95) Proposal for the establishment of Provincial Marketing 
Boards should be examined bv Provincial Governments in connec- 
tion with the cieation of regulated markets by piovincial legisla- 
tion as recommended by the Royal Commission on Agiicultuiev 
(Paragraph 284 ) 
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(96) The activities of the Pioviiicial Marketing Boaids may be 
Hsefully co-oidinated hy the Impeiial Council of Agiicultuial 
Iveseaich (Paiagiaph 285 ) ' 

(97) Ceitain points aie mentioned foi consideiatiou in connec- 
tion with a pioposed scheme foi the estabhshment of a coipoiation 
toi stabilizing jute puces It is lecommended that the Govein- 

- ments concerned should examine the matter and introduce an 
aiiangement which may be suitable for all interests affected 
(Paragraph 286 ) 

(98) It IS lecommended that the local Governments concerned 
should take prompt steps for the fixation 3f proper standards of jute 
(Paragraph 287 ) 

(99) The establishment of Chambers of Agucultuie on a piovin- 
cial 01 regional basis is recommended (Paragraph 289 ) 

(lUOl Provincial Governments should not hesitate to make ad- 
vances to co-opeiatwe banks at concessional rates of interest for 
the development of co-opeiative sale societies (Paragraph 293 ) 

(101) PiOMucial Governments should devote then earnest 
attention to the development of cottage industries (Paragraph 
301 ) 

(102) The establishment of oo-opeiative institutions to finance 
rural industries on a larger scale than at present and the ‘-tudy of 
German experience in the field of co-opeiative organization for 
small industries and small traders and letaileis are lecommended 
(Paragraph 307 ) 

(103) State a^M'-tance in connection with propaganda and 
education and provision of funds for the movement, if required, 
are also recommended (Paragraph 307 ) 

(104) The recommendation of the Provincial Banking Enquiry 
Committees to establi';!! licensed w'aiehoiwes and co- 02 reiative whole- 
sale depots for storing and sale of products of cottage industiies is 
supported (Paragraph 309 ) 

(105) The extension of the activities of the Aits and Ciatts 
Emporium at Lucknow is supported (Paragraph 310 ) 

(106) Proposals for the enactment of State Aid to Industries 
Acts in the Piovmoes other than Madias and Bihar and Orissa 
■on hneo similar to the Acts in those two Provinces are recommend- 
ed to the Provincial Governments for then consideration 
(Paragraph 311 ) 

(107) The establishment of limited liability co-opeiativ^e societies 
generally known as urban banks, wherever necessary facilities and 
conditions exist, for the benefit of the middle-class people '^mall 
traders and shopkeepers and salaried classes as recommended 
(Paiagiaph 317 ) 
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(108) Ceitain detailed lecommendations legaiding aiea of opeia- 
tion, shaie capital, management, business, advances, etc , of the 
co-opeiative uiban banks aie made (Paiagiaph 319 ) 

(109) The eraploieis should m then own luteiest give gieatei 
attention to the pioMsion ot ciedit facilities foi then employees 
and should also take moie pait m the supei vision of co-opeiative 
societies staited foi then benefit They maj’^ assist the co-opeiative 
oigamzations by effecting leco^eiies of loans by deductions fiom 
vages i Paiagiaph 320 ) 

(110) The establishment of mortgage institutions similar to the 
ciu^ moitgage institutions in Geimany for extending to cities the 
Xninciple of Land^cliaficn in agiicultuial aieas is lecommended 
(Paiagiaph 321 ) 

(111) Any technical difficulties in the waj of Goi eminent com- 
municating acceptances ot tendeis to contiactois and to then finan- 
cing banks oi bankeis and pa 5 unent of all monies due to the con- 
tiactois thiough these banks and bankeis should be removed 
(Paiagiaph 322 ) 

(112) An attempt •'hould be made to make mdiistiial enteipiise 
in India less dependent on the managing agencv system foi futiiie 
deielopment and to e'^tabhsh dnect fiiendly lelations between in- 
dustiial companies and commeicial banks (Paiagiaph 353 ) 

(113) In connection with the issue of shaies and debentuies of 
industiial companies such of the existing commeicial banks as aie 
well established and caiij- on then oidmaiv banking biismess on 
the safest and sounde<5t lines might with advantage to the industiies 
follow, as fai as po'=!Sible, the Geiman system, the Impeiial Bank 
of India making a start in tins dnection and giving a lead as soon 
as the Pveseive Bank comes into being (Paiagia]5h 391 ) 

(114) With the co-opeiation of banks, the deposits now taken 
flora the public by the cotton mill mdustiv should be leplaced by 
shale 01 debentuie capital as soon as possible (Paiagiaph 393 ) 

(115) Banks in India may establish useful liaison between them- 
selves and industries bv appointing one of their Managing Dnectorff 
01 Manageis as one of the Biiectois of the industiial concerns 
financed by them (Paiagiaph 395 ) 

(116) The appointment of Local Ad\isoiy Committees in banks 
liv the Boaid of Dnectois with functions of a pinely advisory 
chaiactei i=! recommended (Paiagraph 396 ) 

(117) If a piovmcial Government in the discharge of its 
responsibility foi the development of mdustiies within its tein- 
tories finds it necessary to ensure the supply of financial facilities 
to industrial concerns a Provincial Industrial Corporation with 
branches, if necessary, should be established (Paiagiaph 401 ) 

(118) The advisability of giving assistance to any particular 
industrial concein should depend on the extent to which the 
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enteipnse will be of benefit to tbe public and will add to the 
pioductive power of the province and provide employment for its 
people (Paiagiapli dOl ) 

(119) Tbe Provincial Industiial Corpoiation should obtam its 
share capital as far as possible from the public, (3-overnment talang 
such portion as cannot be raised by public subscription (Para- 
graph 402 ) 

(120) The share capital of the Corporation should be supple- 
mented by debenture capital not exceeding at the outset twice 
the amount of the share capital {Paragraph 403 ) 

(121) Government might, if necessary, purchase a portion of 
the debenture issue of the Provincial Corporation until a regular 
market has been created for them and also offer a limited guarantee 
of interest on debentures (Paragraph 404 ) 

(122) The question of classing debentures of the Industrial 
Corporation among trustee securities should be examined by Gov- 
ernment in due course (Paragraph 405 ) 

(123) The Industrial Corporation should specialize in the pro- 
vision of long-term capital to industries which should continue 
to obtain then working capital from existing institutions 
(Paragraph 406 ) 

(124) The Corporation may take long-term deposits for not 
less than 2 years The period of loans issued from such deposits 
should be based upon the period of currency of the deposits 
(Paragraph 406 ) 

(125) Government should be entitled to be represented on the 

Board of Directors of the Industnal Corporation during the con- 
"tinuance of Government interest m and liability for the concern. 
{Paragraph 407 ) < 


(126) Should a Provincial Government desire, the Goveinmeiil! 
Director may be entitled to ask for a iefei^nC6 to the Government 
if he does not agree with the views of the Board in regard to 
important matters such as increase or reduction of capital, granting 
-nf loans in any particular cases and appointment of chief ofdcials 
■of the Corporation (Paragraph 407 ) 


(127) By-laws should be framed by the Corporation defining 
-the conditions under which financial facilities may be granted by, 
it to industnal concerns These by-laws should requue the 
sanction of Government so long as Government have interest in 
the Corporation (Paragraph 408 ) 


4 .-U enactment of provincial legislation on the lines of 

the Madras State Aid to Industnes Act to provide credit facilities 
UP new and nascent industnes or industries newlv introduced into 
an area or cottage industries is recommended (Paragraph 418 ) 
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(129) Any Government assistance in legaid to provision of 
napital unclei such legislation should he given thiough the Indus- 
tiial Coipoiation if and v/hen one is established in any province on 
the lines suggested (Paiagiaph 408 ) 

(130) The suggestion that exchange banks should consider the 
possibility of changing then present custom to the extent that they 
should be prepared to accept the import bills instead of purchasmg 
them in the same way as house papei of a London export house is 
now acce]ited by them is commended for the caieful consideration 

- ol the exchange banks (Paiagiaiih 430 ) 

(131) If Indian impoiteis find it convenient to have the expor- 
'ceis draw on ihem in lupee bilL, the exchange lianks should co- 
operate and encourage then efforts in this dnection (Paragraph 
430 ) 

(132) The Exchange Banks’ Association should consider the 
advisability of consulting commeicial bodies in all cases of changes 
in the rules of the Association (Paiagiaph 442 ) 

(133) Exchange banks should take steps to remove the existmg 
giievances regardmg payment of drafts held by the banks for collec- 
tion (Paragiaph 414 ; 

(134) It is suggested that exchange banks, in consultation with 
representatives of the Indian Insurance Companies, should arrive at 
some understanding similar to that between the Imperial Bank of 
India and the insurance companies (Paragraph 445 ) 

(135) All non-Indian banks rushing to do banlang business m 

India should be required to take out a licence from the Beserve 
Bank Licences should be freely granted to banks already estab- 
lished Every licence should be m force for a stated period and 
-should be automatically renewed if the licensmg authority is satisfied 
that the piovisions of Indian law applicable to the banks and other 
conditions specified in the licence aie complied with (Paragraph 
451 ) ! 

(136) The conditions of the licence should be the foilowmg — 

(1) Furnishing to the Eeserve Bank annual statements show- 

ing their assets and hahilities relatmg to the Indian 
busmess as prescribed by the Beserve Bank from time 
to time 

(2) Submission for a few yeais to come, at any rate, to some 

prescribed authority in India, preferably the Beserve 
Bank, periodical reports of Indian and non-Indian 
busmess handled by them 

(3) Other conditions imposed on basis of reciprocity (I^ara- 

graph 451 ) ■ 

(137) The appointment of Local Advisory Boards at each branch’ 
of the exchange banks is supported (Paiagraph 471 ) 
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(138) The exchange banks should considei the mtiodnction ol 
a scheme of piobationaij^ assistants in then banks on the model of 
the Impeiial Bank of India scheme (Paiagiaph 474 ) 

(139) Such of the Indian ]oint-stock banks as aie -well estab- 
hshed should open foieign connections useful to then clients 
(Paiagiaph 482 ) 

(140) On the establishment of the Eeseive Bank and the simul- 
taneous \sithdrawal of the lestiictions now imposed on the transac- 
tions of foieign exchange business of the Impeiial Bank of India, 
the lattei should be induced to take an active shaie m the financing 
of India’s foreign tiade Poi this puipose a definite aiiangenient 
between the Eeseive Bank and the Impeiial Bank foi a peiiod of 
five jeais or such other period as the Eeseive Bank may considci 
desirable for utilizing the Impeiial Bank as agents of the Eeseive 
Bank on terms to be settled between the two banks is lecommend- 
ed (Paragraph 483 ) 

(141) If the Eeseive Bank finds it impos'^ible to arrive at a 
satisfactory seftlement wnth the Impeiial Bank of India oi finds 
that within the stipulated penod the Impeiial Bank is unable to 
paiticipate actively in the financing of India’? foreign trade the 
establishment of an Indian Exchange Bank is recommended 
(Paiagiaph 485 ) 

(142) The lines on winch the new Indian Exchange Bank 
should he established aie also suggested (Paiagiaph 486 ) 

(143) The suggestion foi the establishment of loint banks is 
sup|)oited and may be usefully explored by the Indian ]oint-stock 
banks and foieign banks (Paiagiaph 492 ) 

(144) It IS on the whole desnable that the Imperial Bank 
of India should continue to be governed bv a special chaitei wuth 
suitable amendments (Paiagiaph 529 ) 

(145) We recommend that the Eeseive Bank may place, for 
the first five years, with every new bianch opened by an approved 
lomt-stock bank at a centre where there is no jomt-stock bank, 
a deposit of such sum on such terms and conditions as it may' 
considei necessai}^ f Paiagiaph 530 ) 

(146) Any bank desnmg to open a new bianch m India should 
obtain the approval of the Eeseive Bank before doing so Licences 
should be freely granted to the already established blanches and the 
licensing authority should see that the provisions of the law’' and 
any conditions specified in the hcence aie complied with (Paia- 
giaph 545 ) 

(147) The opemng of sub-offices or part-time branches in 
small centres contiguous to places wdieie there aie legulai blanches 
of banks, is recommended foi the consideiation of banks (Paia- 
giaph 546 ) 
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(148) The Buggeslion that baiiks lu India ‘ihould aim at com- 
bining the cfflcienoy of tlic Euiopeaii system of banking ■with the 
economy of indigenous bankeis is commended for the consideiation 
of the management of banks (Paiagrapii 547 ) 

(340) The development of any banking business by Postal 
Savings Banks olhei i,han that snppoited m chaptei XXIV is not 
iccommcnded at this stage (Paiagiaph 548 ) 

(3 50) Xo obstacles should be put in the way of mergers among 
smallei joint-stock baiilcs by stamp duties or taxation, and any 
CMsting obstacles in this diicclion should be removed (Paia- 
ginph 539 ) 

(351) Banks in India generally should adopt, as fai as possible, 
and consistently with safety, a moie piogicssive policy m the 
maltci of gi anting clean advances on the personal ciedrfc ot 
boirovveis (Paiagiajdi 555 ) 

(1‘52) The pioblem of pooling infoimation in regard to 
fiistomeis and oiganizing a suitable sjstem of collecting lehable 
infoimation should be studied by the banks and the Bankers’ 
\<'Sociation pioposcd by us (Paragiaph 555 ) 

(3 53) Steps sliould bo taken, as oaily as possible, to remov^e the 
impediments which now stand in the w^ay of immovable propeity 
n< longing to a Hindu or Muhammedan family being accepted by 
banks as a noimal sccinit} 3t is left to the Goveinmcnts concerned 
and the Icgislatuics to weigh the vaiions considerations involved 
ind dcteimine what action should be taken in the matter (Para- 
giaph 502 ) 

(154) Tlie piovi^ions of Section 58(/) of the Transfer of Pio- 
perty Act should bo extended to oilier impoitant centies of tiade 
and commerce (both intcinal and poit towns) thionghout India 
(Paiaginph 503 ) 

(3 55) The Ncgotiah'c Instimncnls Act should he amended so 
as to provide that cheques oiiginally diawn to beaier would, 
despite any endorsement, ictam then chaiactci as beaier instiu- 
ments The lecommcndalion that any holdei of a cheque should 
have the light to alici the chaiactei of the cheque fiom “beaier” 
to “ordei” on the face of it and that tlie alteiation should be snp- 
jioitcd by the name of tlie diaw^ei oi holding cncloisei w'ho makes 
the alteration is appioved ITumUs wdnch aie diawm in the form 
of cheques should be ticatcd snnilaily (Paiagiaph 504 ) 

(350) The legal position as regards tiust leceipts should be 
invc'-tigatcd by tlie legal advisers of Govcinmcnt and such action 
taken as may be consideicd necessary tPaiagraph 565 ) 

(157) The cost of internal remittance in India should be re- 
duced as fni as possible (Paiagiaph 566 ) 

2 II 
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(158) When the Reserve Bank is established, its pnlilished laie 
should be the minimum late at \\lnch it is piepaied to buy oi 
ledisoount fiist class tiadc bills and piomi^-soiy notes aiismg out 
of bona fide commcicial oi hade tiansactio.is ol membci banks 
and bankeis The Eesel^c Bank nia'^ ^ at its disciction, chaige 
a highei late foi demand loans against aulhoii/ed secuiilies 
Hliould the Bcscive Bank find it neeessaiy to discount the papei 
of the public AMthout bank cndoiscment, it should considci A\hothci 
it should not in the fiist feAA "^cais at any late charge a highei rate 
of discount' to the public than that cliaigcd to meinbci banks and 
bankeis (Paiagiaph 593 ) 

(159) A suggestion foi i educing chaiges foi discounting bills I'l 
ceitain cases is commended foi acceptance by banks (Paiaaiaph 
593 ) 

'(160) The abolition of the stamp duty on bills of exchange is le- 
fommended The lecommendation should be given clfcct to AMthin 
a peiiod of five yeais and as an initial slop tlie ‘■tamp dutv on all 
hills of less than one yeai’s usance should be i educed to a unifoim 
late of tvo annas per one thousand lupccs (Paiagiaph 593 ) 

(161) We commend foi the considci ation of the Fedeiation ol 
Indian Chambeis of Commeice and Indnsti} ceilain suggestions 
made foi dcA eloping the bill niaikct in India (Paiagiaph 593 ) 

(162) Tlie suggestion that in places Mheie hiindt business is 
impoitant an expeditious pioceduic foi dispoung of suits based on 
negotiable mstiuments should bc'intiodu^’ed, on the line-, of Older 
XXXVII of the Civil Pioceduic Code, is cndoiscd (Paiagiaph' 
593 ) 

(163) It i-, lecommended that banks sliould take Hit inuiative 
in the mattei of cncoui aging usance bil’s foi the fin. ncvO of Milage 
bankeis bv shroffs by sugges(uig this eiethod to ofs seeking 
accommodation fiom them (P..iigiaph 597 ) 

(164) The suggestion that fuithci cxj'ei imerts max be made m 
the establishment of licensed aa^'icIk u-es in seVtt ’cc" t os i-> sup- 
poited (Paiagiaph 599 ) 

(1651 The mtioductmn of bills m p’a e of o^cn a''C''unt cicdits 
IS lecommended foi the coiisideiation ol .’1 caiveiued 

(Paiagiaph 600 ) 

(166) A Cential oi Bcsci ’c Bnik ^9ou d at tb« 

eaihcst possible date (Paiagiaph 605 ) 

(167) Additional pioMsion ‘bond be made in the Besene 
Bank Bill enabling the bank to make Pm and adAanees on the 
seciuity of movalde goods, Aiaics and meu Innate as veil rs agrn-'sl 
the Av.aiehonse vmiian's oi wamkoes" i ceipts lejv.e senium such 
goods (Paiagiaph 607 ) 
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(IGS) The lleseive Bank may be peimitied to pnichase^ sell 
and .ediscomit lupce impoit bilh (Paiagiapli 60S) 

(160) If the bnjfc pies<^nbed in the Bescive Baiik Bill foi the 
holding of agLicaltiial bills oi matuiity longei than 3 mouths is 
at an; time less thjii the shaie capital of the Bank, the total 
face aire ol sec Ii hilB mav, at the discietion of the Bank, go 
\\) to the amount ol tlic ^Inie 'apital , (Paiagiaph 600 ) 

(170) The pciiod ol monl]i<. foi. agucuituial bills in the 
Pic'^civc Ba ik Bdi ma} be ontended to 9 montlis (Paiagiaph 
610 ) 

(171i The Bceeiie I'>ank ^lionld be peimitted to act as agents 
loi any Indnii St'^tos that may dcsiie to iilili/e its seiMces (Paia- 
gtapii bli ) 

(171) Ir an) 'jecuiitics svcie issued u'tli the giiaiantee of Gov- 
cinirent Loth fen, cnnit.il .nid mtoicst, ilie que^non of including 
them m the h'^l of sena-t’es eligible ioi pm^hafee and sale by 
(he P\C'Ci\c Bank shoahl I'e (onsidoicd (Paiagiapli 631) 

(173) Tic Inn t cf (he po^'cm ni the Ilcseive Bank to boiiow 
inone'^ should be c\‘'cndod to llic ainomifc of the sliaie capital and 
tlip Hcsc*~c Fund of the IBmk (Ikuagiaph 611) 

(171) Tiio Bcso'to Bam m I should pioMde toi the concessions 
le^’ORimended m pnagiaph 110 to indigenous bankeis (Paia- 
giaph Gil ) 

(177) Ai ah-Tnh.t Baakc s’ .S^o.niion should be mangmated 
as dll') as lO'ulile and ^hoal 1 intlutlc as membeis the ]omt-stock 
bald s the o L''angc iianks th^ Tmnciial Bank of India and the 
indigenous 1 aiBc.s Tl'eu^ slion’d be tno lands of membeisbip, 
full inujiilcish.p O] 311 lo h'uks and 1 ankeis enjojing lediscount 
facihlic= fis.n the rve^oixc B.mk, and associate membeiship open 
to the icst c" hie Lfsiik^ anl baakci (Paiagiaph 620 ) 

(ITol The c \ sang rnaiigc* icnls undei which theie aie moie 
Exchange Biokei-,’ Associations than one at the same centie aie 
nndcsnalilc and all engaged in exchange biokmg should have an 
association at each centiC (Paiagiaph 623 ) 

(177) Pending the establishment of the Beseive Bank, it is 
aiggcsted foi the consideiation of Government that effoits should 
lie made to obtain more complete statistics foi the vaiious classes 
of banking in'^titiitions and to publish them as eaily as possible 
(Paiagiaph 627 ) 

(178) The limit foi savings bank deposits m the accounts of 
minors may be laised (Paiagiaph 645 ) 

S I :i 



510 


OHAPl’ER XXVII 


' (179) (a) Peibous Jiavjng iiobt office savingb aaounts blioukl be 

allowed to oi^eiaie on these accounts, and to make deposits by 
means of cheques (Paiagiaph 646 ) 

(b) Accounts may bo opened jointly in the name of t\Ao poisons 
pa 3 ^able to eithoi oi sui\i\oi (Paiagiaph 646 ) 

(c) Depositois may be allowed to name nominees to whom the 
payment of deposits should be made m the event of death (Paia- 
graph 646 ) 

(180) The holdei of a postal cash ceitihcate should be allowed 
to nominate a peison to whom the amount maj' bo tiansfeiied 
in the event of death (l^aiagiaph 647 ) 

(181) The is'^ue of sa\mgs ceitificatcs payable in gold, as iccom- 
mended by the Pojal Commissipn on Indian Cuiiency and Pinance, 
1926, IS suiipoited in piinciple (J’aiagiaph 649 ) 

(182) The issue of a new typo of gold ccitificate, called 
'iludhan ceitificate’, is suppoited m piinciple (Paiagiaph 650 ) 

(183) Facilities alToidcd by the post oDicc to invcstois foi the 
puichase and sale of Govcinmciit secuiities and foi then safe 
custody may be extended to small iinestois geneially and not 
confined to those who aic savings bank depositois (Paiagiaph 
652 ) 

(184) The leduction of chaigCb loi the puichase and sale ol 
secuiities, collection of inteicst, safe custody and othci scivices 
incidental theieto, is suppoited in piinciple and commended foi 
the coiisideiation of banks (Paiagiaph 653 ) 

(185) Existing banka and thou blanches, including co-opeiati\c 
banks and othei financial oigauizations, may icndei useful scivicc 
by undeitakiiig the woik ol buying and selling stoclc^ and secuiities 
loi then customeis on a commission basis (Paiagiaiili 655 ) 

(186) Tiansfei duty on debcntuies may be icduccd to a unifoim 
duty of 4 annas pci cent (Paiagiaph 657 ) 

(187) Insuiance companies, Indian as ivell as non-liidian, 
should be lequiied by laiv to lodge an initial deposit with Govein- 
ment and to imcst, and keep imested, a fixed piopoition of then 
piemu funds in appioied Indian secuiities (Paiagiaph 660 ) 

(188) (o') Facilities foi payment of land leienue b}^ cheque 
may be extended to taluka sub-tieasiuies and distiict tieasuiies 

(b) All mateiial payments by Government should be made by 
cheques The pioposals made by the Bengal Committee on the 
subject lue commended foi the consideiation of Government 
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(c) Ali municipalities and othei local bodies should be asked 
to cousidei the feasibility oF making and accepting payment by 
cheque on account ol salaiies to some of then employees, and othei 
items of leceipts and disbuisements (Paiagiaph 665 ) 

(189) The foimation of National Savings Associations in all 
piovinces is suppoited in piinciple (Paiagiaph 667 ) 

(190) The passing of a special Bank Act is lecommended 

(Paiagiaph 673 ) , 

(191) Foieign banks should be biought within the puiview oi 
the Act to the extent indicated m the repoit and piovided foi in 
the Act (Paiagiaph 673 ) 

(192) Membeis of the all-India Bankeis’ Association should 
be allowed to affix to their names the appellation, ‘Membei of the 
Bankeis’ Association’ (Paiagiaph 682 ; 

(193) Piims and companies using the teini ‘bank’ oi its equi- 
valent and desiimg to be mcoipoiated under the Ac t should make 
adequate piovisions in the Memoiandum and Aiticles of Associa- 
tion legal ding the followung matteis 

(i) Prohibition of activities other than banking (Para 

giaph 692 ) 

(ii) Poiveis of diiectois legaiding legistiation of transfers of 

shares (Paragraph 699 ) 

(ill) The period duimg which a member should have held 
shaies of a banking company befoie being entitled to 
take part in its proceedings at a meeting (Para- 
graph 700 ) 

(ivl Prohibition of loans on the security of a banks’ own 
stock (Paiagiaph 709 ) 

(v) Limitation of loans to cliiectois, managers and member? 

of the stall of the bank (Paragraph 710 ) 

(vi) Boirowang powers of Diicctois of a bank (Para- 

graph 712 ) 

(vu) Qualifications, appointment, retirement, and voting 
powers of Buectois and Officers of banks (Para- 
graph 713 ) 

(viii) Holding of pioxies by officers and employees of a bank, 
the admissibility of a general form of proxy and the 
maximum period of its duration and validity (Paia- 

' graphs 714 and 715 ) 

(ix) Voting power of mdividual shaieholdeis (Paragraph 

716 ) i 
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(\) Validity of votes tendeied at the poll (Paiagiaph 717 ) 

(xi) The iieiiod within which the Diiectoi s iciioit and the 
balance sheet should be posted to the shareholdeis 
(Paiagiaph 731 ) 

(194) An existing company using the title 'bank’ oi its eqxu- 
■\aleut, othei than banks legisteied undei the Indian Co-opeiatne 
Societies Act oi uiidei any special chaitei oi enactment and banks 
legisteicd under Ians of othei countiies, should anange to conform 
to the piovisions of the Act within five xnais of the passing of the 
Act (Paiagiaph 682 ) 

(195) Any bank, Indian oi non-Indian, wishing to do baiikmg 
business in India should be lequiied to take out a licence fiom the 
Iteseive Bank Licences should be fieely gianted to the aheady 
established banks The licensing authoiitj^ should see that the 
iiiovisions of the law and any othei conditions specified in the 
licences aie complied with (Paiagiaph 684 ) 

(196) The following piovisions should be made m (he 
Act — 


(i) Exeiy mstitutiou doing banking business m Biitish India 
othei than a foieign bank should have a majority of 
natuial boin oi domiciled Indian diiectois (Paia- 
giaph 689 ) 

hi) ISo new bank, othei than a foieign bank, should be 
allowed to operate in Biitish India unless it has a 
majoiity of Indian shaieholdeis and is mcoipoiated 
undei the Indian law (Paragiaph 690 ) 

(m) Oigauization of a bank on the Managing Agency 
system should be piohibited (Paiagiaph 693 ) 

(iv) A joint-stock bank with limited liability legisteied undei 

the Act should not commence business until its paid- 
up capital IS at least Bs 50,000 Its authoiized capi- 
tal should not be moie than double the subsciibed 
capital and the paid-up capital should not be less 
tlian 50 pel cent of the subsciibed capital befoie com- 
mencement of business (Paiagiaph 695 ) 

(v) There should be a sepaiate index of the names of mem- 

bers of a banking company foi leady leference and 
inspection by shaieholdeis (Paiagiaph 697 ) 

(vi) Institutions doing bankmg business in India should be 

required to keep a separate legistei of shares owned 
by non-nationals (Paiagiaph 698 ) 
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CHAPTER SXVn 


or maiket price, whichever is the lower (Paragraph 
729 ) 

(xix) Banks should display a copy of their entire balance- 

sheet in lieu of the statement in Foim G and should 
continue to display it until the next following state- 
ment IB jiublished (Paiagiaph 732 ) 

(xx) The annual general meeting of a bank should be held 

not latei than three months aftei the clo-^e of the 
ycai (Paiagiaph 734) 

(x\i) A tcmpoiary moialoriiim on the lecommendation of 
the Peseive Bank to pi event untimely and compul- 
soiy hqnid.i(ion of a bank which is in difficulties 
should be peimitted (Pangiajih 735 ) 

(xxii) In the case of voluntary liquidation of a bank, flie 
appointment of a liquidator should be made by oi 
with the appioval of the Boaid of Directors of the 
Beseuc Bank (Paiagiaph 739 ) 

(will) Piovision foi safeguaiding the interests of creditois 
in the case of compulsoiy liquidation on the lines of 
the (English) Companies Act, 1920, is suggested 
(Paiagiaph 740 ) 

(\\n) The Act should pioiide foi the appointment of com- 
mittees of inspection in the case of compulsory as 
well as voluntaiy liquidation of a bank (Paragraph 
741) 

(xxvl It should be incumbent on eveiy seller of banks’ 
shares to give the actual numbeis of the shares at 
the time ho sells them (Paiagiaph 748 ) 

(1971 Begiihtions of loans by banks should b'e left to the 
disciction of the management and the control of the boaid of 
directois (Paiagiaph 708 ) 

1198) It should be one of the functions of the Reseive Bank' to 
lend its ad\ice and co-operation m cases of amalgamation or re- 
constiuction of banks wdiich aic in difficulties (Paiagiaph 736 ) 

(199) Theie should be some anangement iindei which the 
Indian ci editors of a non-Indian bank taken into liquidation should 
have a pnoi claim on its assets in India and should also share m 
the goneial distnbution of its assets outside India should theie be 
a shortage m the assets held in India (Paiagiaph 743 ) 

(2001 In every Umieisity there should be some aiiangements 
for the tiainmg of students at lecognized institutions for the 
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courses of degrees m commerce instituted by them 
755 ) 


(Paragraph 


(201) The suggestion that arrangements should be made by the 
Indian Institute of Bankers for University lectures and couises of 
instruction at different centres m the subjects included in the 
curriculum of the Institute is commended foi the consideiafcion of 
the Institute (Paragraph 761 ) 

(202) If it could be arranged, young Indians possessing high 
qualifications should after they have had a good preliminary train- 
ing in banks in India, be sent abroad to study advanced 
banking, especially international exchange and other subjects con- 
nected with currency and exchange (Paragraph 766 ) 

(203) Wherevei possible, instruction should be given in second- 
ary schools in elementary accounting, discount, co-operative prin- 
ciples and elements of banking and the subjects should be taught 
systematically wherever introduced (Paiagraph 768 ) 

(204) The suggestion that the Indian Institute of Bankers 
should arrange, m different important centres, for courses of 
lectures in the vernacular of the community to which the local 
mdigenous banker belongs and to hold special examinations, on 
the result of which certificates could be awarded may be considered 
by the Institute (Paragraph 769 ) 

(205) Sons of the mdigenous banking families should be en- 
couraged to join jomt-stock banks (Paragraph 771 ) 

(206) The question of inclusion of co-opeiation in the curriculum 
of studies for the examination of the Institute of Bankers, at least 
as an optional subject, is commended for the consideration of the 
Institute (Paragraph 773 ) 


(207) Closer study of maiketmg of agricultural produce should 
be mtroduced m the co-operative training institutes. (Paragraph 
776.) - 

(208) (a) Co-operative educational institutions should be estab- 
lished m each provmce The subjects to be studied should include 
co-operative education, propaganda, progressive farming methods, 
banking, accountancy, rural economy, marketing methods and' 
rural industry 


(b) There should be an All-India Co-operative College for the 
higher study of co-operation and allied subjects and research work 

(c) The Provmcial and the Central C/»-operative Colleges should 
not be Goviernment institutions, but should be left to orgamzations 
conducted by co-operators themselves, though Government may 
assist by means of grants (Paragraph 779 ) 

2l 



52S 


CHAPTER XXVII 


(209) Officers of co-operative, central and provincial banks should 
Lave received full training at, and passed the examination of, the 
co-operative educational institutions mentioned abovte and this 
should be an essential condition governing the recruitment of the 
staff of officers (Paragraph 781 ) 
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Minute of Dissent by Mr. V. Ramadas Pantulu 

THE INDIGENOHS BANKING SYSTEM 

1 It IS witTi the utmost di£B.deiice that I ventuie to give expies- 
sion in this minute to my views on the future development of indi- 
genous hanking I fully realise that my colleagues have bestowed 
much thought to the problem, evmced considerable desire to develop 
indigenous banking and made veiy helpful recommendations in that 
behalf The representatives of the Indigenous bankers themselves 
do not seem to have asked for much more My task therefoie 
becomes all the more difficult to justify the necessity foi this 
minute But I felt that I would be failing in my dufy if I did 
not give expression to my strong conviction that the question of 
placing the indigenous banking system as a whole on sound, stable 
and solid modern foundations cannot be satisfactoiily solved by 
the mere provision of facilities, however valuable they may be to 
individual private bankers, selected for special treatment by the 
Reserve Bank or the Imperial Bank There is too much of per- 
sonal element m it and too little of system. The success of tht 
scheme must in the long run depend not upon the survival of a few 
individual bankers to take advantage of it but upon the reorganisa- 
tion of the indigenous banking classes so as to bring them into the 
banlcing system of India 

2 I admit that the establishment of the Reserve Bank and the 
provision for the indigenous bankers (who satisfy certain prescribed 
standards) being put on the Reserve Bank’s list of banks eligible 
for discounting and rediscounting facilities and the Imperial Banlc 
giving certain facilities such as using them as agents for collection 
of bills and cheques and discounting their bills more freely, will 
to a certain extent improve the position of some of the mdigenous 
bankers and increase their contact with the joint stock banks and 
the money markets But I feel that these arrangements by them- 
selves will not help to develop indigenous banking s^ stem as a whole 
and arrest the decay that has already set in into the working of 
that system I am of opinion that there is need, as well as scope, 
for reform of a larger magnitude and more far reaching character 
I have from the outset of the enquirv felt that something could be 
done to confer on the indigenous banker, who carries on pure 
banking, the legal status of a banker qua banker with the privi- 
leges and responsibilities attaching to such status I can see no 
difficulty from a banking or legal stand-point to bring family 
partnerships of indigenous bankeis, as well as individual bankers, 
with requisite resources, within the scope of the Bank Act lecora- 
mended by the committee It sliould surely not be difficult to fix 
standards of eligibility for registration as bankers and to frame a 
set of banking regulations which are suitable to the peculiar con- 
ditions of such partnerships and bankers I do not see why a bank 
should always be associated with the joint stock and the dividend 
Transfoim the private banker into an “ mdigenous banker ” func- 

SrATORTTY REPORT 2 It 



52i 


tioning' uiidei tlie law governing banks and bankeis in tbis land^ 
create a lecognised field for indigenous banking as an bonouiabl© 
piofession and make it an integral part of tbe country s banking 
system That should be part of our plan to build up oui modern 
banking stiucture on indigenous foundations and to supplement tbe 
joint stock and co-opeiative effort in tbe banking spbeie 

3 “ Tbe adaptation of indigenous banking system to modem le- 
quirements ” is a pbrase of nbicb one beais a gieat deal, but wbat 
its precise implications are and wbat tbe means wbereby it can be 
accomplisbed aie matteis on wbicb very little light has hitherto 
been forthcoming The present enquiries both by the Provincial 
Committees and the Central Committee, have however thrown a 
certain amount of light on the activities of indigenous bankers and 
the role which they may play in Indian Banking Organisation in 
the future These hankers piesent a bewildenng varietj* Ac-> 
cording to the census of 1921 the number of “ bankeis ” was about 
1,461,000 and included “ Bank manageis, moneylendeis, exchange 
and insurance agents and money changeie ” Perhaps foi the first 
time in the history of Indian hanking, the attempt is made to give 
a more restricted and technical meaning to the uords “ indigenous 
banker ”, obviously vitb a view to separate those whose main, if 
not sole, business is hanking from these who nie primaiily money- 
lenders or traders or land owners doing some hanking and to bung 
the bankers proper, to the extent possible, into the banking organi- 
sation of the country In the Committee’s scheme, those who shed 
trade and othei business vhich they at piesent combine with bank- 
ing and confine themselves to banking, that is to sav, leceive 
deposits, make advances and discount bundles and bills, are maiked 
out for special treatment Eligibilitj’- foi such tieatment is how- 
ever not restricted to recognised classes of private bankeis such as 
Chetties, Multanies or Maiwarees but is confeired on all classes of 
people, piovided thev elect to engage tbeni&elves in banking proper 
and conform to certain conditions and standaids. This is perhaps 
as it should be having regaid to modem tendencies in social evolu- 
tion Notwithstanding the fact that the designation “ indigenous 
banker ”, thus no longer carries with it implications of a hereditary 
or traditional occupation it does cany with it a notion of histone 
continuity of the system of hanhnq, which has long seived the 
people of this countrv well and trulv and which still selves them 
very largely, though not as efiicienily as the altered conditions of 
our social economy require. The designation has acquired a new 
connotation in the report and will soon gain new cunenev The 
joint stock banks owmed and managed by Indians and the co- 
operatne banks which were imported into India fiom the west and 
planted on Indian soil, which has fortunately proved congenial, 
are also indigenous in a sense Thev aie not foreign So aie the 
loan offices and Nidhis and chit funds foi whose development on 
lines suited to the people served bv them we have recommended 
special legislation In any scheme of banking leforin for India 
all these parts of Indian banking organisation should be bioufflit 
together ^ 
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4 Tlie question tlien is can indigenous banking be developed 
along side with the Indian coinmeicial and co-operative banks? Is 
theie room for it? Is there need foi it? Before answering these 
questions it must be fiist ascertained whether there is any indi- 
genous banking left in the country to be developed This task has 
been admiiably performed by the provincial banking committees 
vho have collected and marshalled valuable material regarding the 
oiganisation, methods of business and capital of the indigenous 
bankers and the vast extent to which internal trade, commerce and 
agricultute are still financed by them Our report summarise'- 
these details On the materials on record I am unable to share the 
view that the extinction of the indigenous banker is a matter of 
time and will quickly follow in the vake of the expansion of com- 
meicial and co-opeiative banks As regards the resources of the 
indigenous bankers which are made available to the economic 
development of the country, they still constitute the bulk of the 
capital of all the credit agencies put together The External 
Capital, Committee who enquired into the available capital re- 
sources of the country say that the indigenous banking system 
“ fulfils valuable functions in affording ciedit facilities and it will 
be required to fulfil them for a long time to come Every endeavour 
should therefoie be made to utilise it and to fit it into the modern 
banking system which is being developed in rural areas ” If the 
hollowing policy of the Government specially shoit-teim borrowing, 
undergoes a change the resources of the indigenous bankers which 
are dwindling will be greatly improved It may be as that com- 
mittee points out that the “ indigenous system is in itself incapable 
of deielopraent to an extent that would satisfv the banking lequiie- 
ments of tlie country” That is whv we are developing commer- 
cial and co-operative banking also So much for resources 

5. As for human material the findings of the Provincial Com- 
mittees generally speaking are that there is still plenty of tradi- 
tional knowledge and slvill available and that the members of these 
banking classes are known for their honesty, business habits, 
resouicefulness and aptitude to earn and save money A certain 
number of them are said to work at present on largely modern lines 
and transact all kinds of business which the oi dinar joint stock 
banks do, including the issue of pass books and cheque books It 
is further stated that the system of banking pursued by the better 
class of thee bankers is suited to the commercial and financial 
genius of the people, their local requirements, habits, customs, and 
traditions In any scheme to link up the private banker with 
the general banking organisation of the country we can of course 
accept only those who confine themselves to banking proper and do 
no trade (Sinha’s Early European Banking in India, page 236 ) 
These facts are helpful to show that there is promising mateiial in 
the country on the foundation of which one wing of the superstruc- 
ture of the modern banking system of the countrv can be built 
(See Early European Banking in India, page 236 ) 

6 There is thus room for indigenous banking system and for its 
-development I shall noit- set out my reasons for the view that 

2 M 2 
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tteie IS also a clear need to re-orgamse onr indigenous system of 
banking on modern lines, in addition to developing commeicial and. 
co-operative banks The following are my reasons — 

{z) I agree with my colleagues that both the multiplication of 
sound joint stock banks with branches penetrating into 
the inteiior and the spread of co-operative credit move- 
ment, so as to serve the bulk of the lural and urban 
population, will take a veiy long time Indeed the 
laissez-faire policy of the Government under which the 
joint stock banks get no assistance oi encouragement and 
the serious encioachinent on the sphere of finance of 
internal trade by powerful foieign banks react adversely 
on the giowth of joint stock bank So the displacement 
of indigenous banking is not the right policy Ee- 
constructing it on modern lines is more helpful 

(ii) I consider that while the development of banking in India 
should undoubtedly be adapted to modern conditions it 
cannot be wholly achieved by a nieie slavish imitation 
of the English Joint Stock Banks’ model I agree with 
the following obseivation of a recent wiitei on Banking 
in India Commercial banlcs alone will not create the 
needed credit for our agricultural and nascent manufac- 
turing industries That the Indian Joint Stock Banks 
have borrowed, copied and tianslated tlie chief features 
of the English banks is an undisputed fact ** * Like 

the English banks they wish to trade largely on credit 
* The superficial elements alone have been copied while 
the reallj’- vital and progressive features of English bank- 
ing have not been engrafted on our system ” {Vzde 
Rau’s Piesent Day Banking in India, page 379 ) In this 
connection I also wish to draw attention to the view of 
Sinha regarding the unsuitability of the expensive stand- 
aids of banking establishments set up by foreign bankeis 
and copied by Indian commercial banlcs He says 
“ somehow or other people cannot think of a bank except 
as a lofty and spacious hall, with shining counters and 
a large aiuny of clerks and peons It is not realised that 
the secuiity of a bank lies in none of these things, but 
in the rigorous cutting down of charges, in honesty, inte- 
grity and efficiency of management In a vain attempt 
to win the confidence of the public, expenses for specta- 
cular shows aie undertaken which are not at all war- 
ranted by the volume of business” {Vide “Early 
European Banking in India ”, pages 222-23) Evidence 
to this effect was also tendered before the Committee as 
mentioned in paragiaph 547 of the Eepoit 

(ill) The savings of the people locally collected in the form of 
deposits by the Commercial Banks are transmitted to 
ciiies and large urban centres for moie favourable in- 
vestments than can be locally found Collection of 
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small savings by the Government through postal savings 
banks and casli certificates, however beneficial the policy 
may be in other respects similarly starves local needs 
by intercepting the resources of local banking agencies 
More than one Provincial Banking Enquiry Committee 
adverted to tlie fact that mofussil centres specially rural 
areas, sufiei foi want of funds, as capital raised in those 
areas by the banks is not made available for local re- 
quirements Perliaps it may not be feasible to remedy 
this evil by imposing conditions on the Banks as to 
wheie they shomd invest their capital {Vide para 
542 of the B,eport ) That is piecisely the reason fox 
developing local banking agencies which will be more 
truly serviceable to the people whose savings they can 
mobilise to satisfy local needs This is the fundamental 
claim of co-operative banks foi fuithei development and 
indigenous bankeis can largely supplement the activities 
of co-opeiative banks in this direction This aspect of 
the matter is also recognised by my colleagues in paras. 
144 and 145 of the report 

(t-u) The leal banking agency of the people still lies outside 
the modem banking organisation of the country Agri*- 
culture, rural tiade and rural industry deiive their 
finance almost exclusively from the indigenous agency. 
So do small traders and handicraft industiialists in 
urban areas The finance thus derived is considerable 
and enters veiy largely into the economic life of the 
vast rural and urban population who depend solely on 
it IMevertheless the teims on which the indigenous 
bankmg agency finances the movement and purchase of 
produce or of imported goods and the rates of interest 
charged to trade and industry for accommodation are 
onerous and not conducive to the development of our 
internal trade, commerce and industry 

(n) The evils of xmcontrolled moneylending are increasing 
with the deteriorative indigenous banking agency of the 
proper kind Moreover indigenous bankers are transfer- 
ring themselves into usurious moneylenders. Unlike a 
banker he does not weigh each debt by itself, but 
balances good against bad debts and m order to earn an 
average return on his capital, distributes his risks on the 
transactions with his various clients This operates to 
the prejudice of good borrowers 

{vi) The operations of the indigenous bankers he outside the 
influence of organised loint-stock banking system of the 
coimtry, very little affected by the credit policy of those 
bankers 

(nzt) Only a small portion of the demands which indigenous 
bankers supply is deiived from the banks and that only 
at times of monetary stringency or pressure Nor do 
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mdigenoiis baiikeis place tlieii idle funds with, the banks 
eithei as demand oi time deposits So the banks aie not 
in a position to adequately inteifere to modeiate or 
govern the operations of private bankers dealing in 
Cl edit 

[viit) Conditions foi the extension of the bill market cannot be 
adequately created without otgauizing the indigenous 
bankers whose knowledge of local trade conditions vill 
foim a valuable basis for good tiade bills 

(ta) There are thus no means available to secuie for the Cential 
Banking authority, which is expected to be set up very 
soon, an effective contiol over the credit operations of 
the indigenous bankers, although they admittedly form 
an important limb of the banking agency of the country 

7 It IS my film conviction that if the indigenous bankei is put 
on a statutory basis by registering all those vho wish to avail them- 
selves of the piovisions of the Bank Act it will impart vigoui and 
tone to the whole system of indigenous banking and result in the 
bettei equipment of the existing indigenous banking agency to 
finance internal trade, commeice, industry and agriculture on terms 
which modem conditions demand and which ensure the economic 
development of the country I agree with my colleagues that if 
indigenous bankers aie brought within the spheie of operation of 
the Reseive Bank a much greater pioportion of agriculturists will 
be benefited than if the Eeserve Bank dealt with loint stock banks 
and the provincial co-opeiative banks only These proposals will 
further result in bringing about a closei contact between the indi- 
genous banking system, the commercial banks and the Central 
Banking authoiity and secure to the lattei a large measure of 
control over the operations of the indigenous bankers who are still 
the largest credit agency of the country from the pomt of view of the 
funds handled Conditions necessary for the extension of the bill 
market will be also forthcoming As an enthusiast in Indian bank- 
ing reform puts it, we shall have then helped to “ broaden the 
channel betw'^een the bazar and tlie banks, enlarge and quicken the 
contact betw'een these two elements in the Indian banking system 
and secure that credit operations throughout the whole system will 
respond to the policy of the Central Banking authoiity” 

8 I am, how^ever, told that indigenous bankers do not like the 
idea of registering themselves as bankers under the Bank Act I do 
not see why they should dislike the idea f7ow, lawyers, auditors, 
doctors, engineers and men of other professions consider it an honour 
and a privilege to be registered They have acquired a status and 
dignity by the very act of registration under the several statutes 
pertaining to their professions The registration I contemplate is 
not a writ of restraints but a charter of rights If the leaders of 
the indigenous banking communities take up this question and 
popularise the idea, I have no doubt it will be enthusiastically 
received It must be impressed on them that ‘*if at this time 
when the general banking machinery of the country is being re- 
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oigamsed, they lefuse to become seiviceable in the diiection of 
establishing a real money market in the conntiy, an attempt ^\ ould 
be made to exclude them from the national credit economy of this 
country ” 

V 

9 It IS then asked yhy should they legistei themselves under 
the Act? I^'hat will they get as quid fio quo? I scarcely think 
that the question aiises According to all accounts this class is 
steadil}’- losing giound Except from limited circles of their friends 
and acquaintances man} of them are not able to get deposits or 
loans for then business The Indian Chambei of Commerce, 
Calcutta, have desciibed the position very cleaity In their ex- 
pressive language “ The position to-day is that the indigenous 
bankers m India are like Lilliputians who in spite of their numbeis 
are helpless in tackling financial problems of the country ” I do 
not wish to dwell on the causes of this deterioration in then position 
or as to vhy they failed to develop into modern bankeis as the 
merchant-bankeiB of Japan did in the wake of the economic re- 
organization of their country The veiy fact that they carry on 
banking as recognised bankers and submit themselves to regulations 
which are framed to protect the inteiests of depositors and to 
ensuie the adoption of efficient business methods vill inspire con- 
fidence in the public and vill enlarge their lesources, and expand 
their business There is a great future before them if thej’- move 
with the times and adjust themselves to modem conditions and do 
not by their adherence to out-of-date methods court their own ex- 
tinction In this I fully share the optimism of my colleagues 
(para 146 of the Eeport) 

10 If consideiations of qjitd fro quo do enter into the question 
of this reorganization of indigenous bankeis theie is much to be had 
in that vay too Their position as bankeis under the law of the 
land vill suiely entitle them to be placed on the same level as 
joint-stock banks in many matters like receiving money into their 
counters without stamping their receipts and having remittance and 
collection facilities on terms open not to the geneial public but to 
banks The more prominent of them who have their offices at the 
provincial capitals wheie theie are clearing house arrangements 
may claim membership of the clearing houses I see no reason why 
bankers’ hen may not be extended to them The provisions of the 
Bankers Books Evidence Act will be attracted to them If and 
when the joint-stock banks get any facilities for speedy determina- 
tion of their claims oi reduction in costs of litigation, the registered 
indigenous bankers will have them too The Reserve Bank will 
necessaiily have to make its choice, foi enlistment on its roll of 
banks and bankers entitled to discount and lediscount facilities, 
from the ranks of the legistered indigenous bankers The Impeiial 
Bank will similarly have to choose for its agency work for collection 
only legistered bankeis and so too it must offer discounting facili- 
ties onh to membeis of that class The associations of the registered 
indigenous bankei'? vill then have a vider influence and higher 
prestige than those of a nebulous class The whole organization 



will tlius undeigo a marvellous change and a new orientation will 
be given to the indigenous banking system 

I make these reservations in subscribing to the chapter on indi- 
genous bankeis in the hope that possibilities of banlcmg reform on 
the lines indicated by me will be explored when the time comes to 
enact the Bank Act and the Reserve Bank Act 


V RAMADAS PAWTTJLTJ 
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Minute of Dissent by Nalini Ranjan Sarker. 

I.— INTRODUCTOET 

1 am constrained to wiite this mmnte of dissent as there is, in 
important respects, a fundamental difference of outlook between 
the majority and myself The terms of reference imposed on us, 
according to my understanding of their significance, the duty of 
investigating the entire problem of Indian banking with special 
regard to our national req^uirements The findings of the majority 
are, in my opinion, markedly in the nature of a compromise I 
am not in every case averse to a compromise, but as I believe 
that in certain lespects the compromise has “ overshot the mark ”, 

I feel I must state my views separately 

2 The subjects on which I found my views to be sharply at 
variance with those of majority, as also with those of the foreign 
experts, are those relating to industrial finance and the financing of 
foreign trade, with relevant reference to the future status and 
function of the Imperial Bank 

3. In regard to the problem of Industrial Finance it has been 
impossible for me, for reasons stated hereafter, to endorse the 
lukewarm attitude of the majority in support of a matter of such 
grave national importance. They have also omitted to refer ta 
certain important details, which are necessary to give an indication 
of the line of action to those who will be responsible for the 
initiation of schemes of industrial banks I have also thought it 
advisable to refer to the question of long term industrial credits 
particularly with legard to their working in other countries and in 
this behalf I have endeavoured to meet the objections of the foreign 
experts to our proposal for an industrial corporation. Again, I 
differ markedly both from the arguments and conclusions of the 
majority in regard to the financing of foreign trade I consecjuent- 
ly also differ from the majority in their endeavour to maintain the 
existing status of the Imperial Bank even if no special arrange- 
ment IS made for the Banks undertaking foreign exchange 
business, and in this I was influenced by the fact that this bank 
cannot expect to have the privileges rightly belonging to a national 
institution so long as the majority of its shares are held by non- 
Indian interests 

4 Now, even assuming the full acceptance by Government of 
our recommendations in regard to the assistance and encouiage- 
ment of Indian banking, and the imposition of the restrictions 
recommended by us upon foreign institutions the point should be 
clearly borne in mind that these alone will not be found adequate 
There is yet another aspect of the pioblem that required to be 
presented It is evident that ultimately it is left largely to the 
people themselves to develop their own instiiutions, without which 
no outside assistance can be completely effective Accordingly, 
the initiative and support of the people should be regarded as fac- 
tors of vital importance With their confidence and co-opeiation. 
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theie should he nothing to hanipei the healthy development of 
Indian banking 

5 Among the many factors that are lesponsible for the present 
backwardness of Indian banking, the lack of faith of the Indian 
public in our banks is one, a manifestation of the general predilec- 
tion, unfortunately lathei too common, m favour of thmgs Western 
and against things Indian I can, of couise, appieciate the 
timidity to the extent that it signifies the fear of one who has 
slendei resouices which he natuially hesitates to iisk by plading 
them in banks But what I cannot undei stand is why a bank is 
believed to be sound simply because it is managed by Europeans 
and to be unsound foi the sole leason that it is Indian 

6 This timidity has been accentuated by the failure of some 
Indian banks, of which too much is made by interested foreign 
concerns iMo one will seek to extenuate the ciime^ and follies of 
one or two Indian banks, such as the Bengal Ifational Bank, in 
the past, but these lequire to be viewed in then pioper perspective 
and propoition Mismanagement and dishonesty in banking are 
by no means a monopoly of Indians On the eve of her commer- 
cial expansion, Great Britain likewise had a number of failuies, 
but banking was borne on the high tide of economic pr6sperity 
and the nation had little difficulty in consolidating her banking 
system Much the same can be said of othei countries and in fact 
some countries even now are sufiering from what may be described 
as an epidemic of bank failuies During the nine years 1921-1929, 
the bank suspensions in America numbered 5,642 involving deposits 
of $1,722,486,000 while during the first eleven months of 1030 so 
many as 981 banks with a total deposits of $515 million suspended 
business (hlational City Bank Billletin— January 1931) The 
phenomenon is, therefore, not peculiar to India and a few bank 
failures, negligible m comparison with those of other countries, 
should not lead to a blind preference foi foreign banks As pointed 
out by the Puu]ab Inquiry Committee, of 1913', the bank failures 
of that year weie not due to any inherent inefficiency in Indian 
banking organisation nor to any incapacity on the part of Indians 
in managing banks, but to causes inevitable in the formative 
stages of banking m any country’ 

7 On the other hand, the facile confidence in foreign banks 
IS often quite inexplicable The Indian institutions issue balance 
sheets, which are comparatively much more informative and more 
calculated to give a tiue idea of their intrinsic position Their 
head offices aie situated in this countiy Then meetings can be 
attended and any neeessaiy information is easily obtamable On 
the contiarv in legard to foreign banks it is next to impossible 
to know their real position from their balance sheets Their head 
offices are situated outside this country and most of us can have no 
access to them I7or have we any means of knowing much about 
then directors, or what their vested interests may be These 
considerations would lead one to expect an attitude of greater 
scepticism towards and less confidence m, foreign banks, whereas 
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Tve find tlie leveise to be tbe case Tbis attitude is tantamount to 
placing a liandicap on tbe national and offering a bounty to foreign 
banking enterprise in tbis country. I do not wisb to withhold my 
tribute to the efficiency of some of the foreign banks, but it is 
necessaiy to point out that efficiency is not a pieiogatiTe of 
foreigners 

8 My remarks are largely prompted by the consideration that 
the psychology of the Indian public is bound to have a vital 
influence on the successful development of banking in this country 
This psychology which has till now shown all the characteristics of 
an inferiority complex, is showing signs of change, and it is neces- 
sary that we should contribute our conscious efforts to make this 
healthy change peimanent Failures may shake our faith in oui' 
institutions foi the time, but, if our faith be not utteily lacking 
and moreover be supported on reason, we should be able to support 
oui banks through their period of struggle until they get firmly 
established True it is in most cases tliat people get what they 
deserve It is certainly true of banking in India The remedy 
for the existing defects of Indian banks does not lie in turning 
awav from them but in demanding of them and assisting them to 
maintain a suitable standard What is essential is an alert public 
opinion in regard to the methods and practices of Indian banks, 
not merely a critical but also an enlightened opinion It is up to 
the leaders of Indian thought to louse our people fiom their 
accustomed apathy in these matteis to a better appreciation of the 
situation With vigilance and sympathy on the part of the public, 
the possibility of failures will be greatly minimised and this in 
turn will serve to create greater confidence in their own country- 
men to the mutual benefit of both the banks and the public I 
hope, it will be agreed that I am right in thus calling attention 
to the need for developing a lively and enlightened public opinion 
in legaid to Indian banlang enterprise, foi it is not by banking 
laws alone, but also by public support that Indian banking will 
be able to grow and thrive 

9 One of the aspects of Indian banking, on which I would like 
to make a few remarks in this connection is the problem of indi- 
genous bankers the examination of which led to the recognition of 
the fact that they occupy an indispensable position in the financial 
system of the country In the rural areas they render a valuable 
seiwice to small industries and agriculture, although co-opeiative 
societies are steadily makmg a headway In the urban areas too, 
they play an important role in financing some of the bigger indus- 
tries and internal trade but there also the competition of estab- 
lished banks is adversely reacting on their position and import- 
ance This was bound to happen owing to their following the 
old conservative methods of business But as the United Pro- 
vinces Committee have correctlv observed. “ they possess wide 
knowledge and vaiied experience and the world would be the poorer 
by their extinction ” It has therefore been proposed by us to 
improve the status of these bankers by conferring certain privileges 
on them from the Eeserve Bank which in effect would place them 



in a more advantageous a position tlian tliat of tlie joint stock 
banks In my opmion it skould fuither be clearly emphasised 
that the purpose of these piivileges is to bring them within the 
folds of the modern banking organisation So far as the bigger 
towns are concerned banking facilities are growmg through the 
activities of the joint stock banks In the smaller towns, into 
which the banks have not extended their operations, it is highly 
desirable that institutions like joint stock and co-operative banks, 
run on the principles of corporate finance, should gradually replace 
the indigenous banker, wherever possible, so that banking facili- 
ties may not be dependent on the cnance of the successor possessing 
the libeial outlook, constructive genius and business integrity of 
the oiiginal pioprietor I beg leave to repeat the observation made 
by the External Capital Committee, that “ the indigenous bank- 
ing svstem is in itself incapable of development to an extent that 
would satisfy the bankum requiiements of the country ” (Report 
of the External Capital Committee, paia 10) 
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II —FINANCIAL REQUIREMENTS OE INDUSTRIES 

(CHAPTER XVI) 

ft 

1 I am glad that my colleagues have come to the conclusion, 
aftei studying the evidence placed before us and before the Provin- 
cial Banking Enquiry Committees, that as regards initial capital 
foi piomotion of industries the existing facilities are very 
inadequate They further add that the special necessity of making 
India moie self-sufhcient in respect of her requirements and less 
completely dependent on the precarious pursuit of agriculture 
makes it imperative that some steps should be taken to mobilize 
her resources for the promotion of new industrial undertakings and 
for the expansion of existing ones In view of these two state- 
ments, with which I entirely agree, I considei the recommendation 
in the second sentence of para 401 as rather weak and halting 

2 I am convinced, and I have no doubt that my colleagues aie 
also equally convinced, that the establishment of industrial banks 
is not only desirable but absolutely necessary I regret that with 
then minds fixed on the constitutional responsibilities of the 
ministers in the provinces, my colleagues have been led to make 
their recommendation vague and peihaps misleading Eor, as the 
recommendation now stands, it seems to imply that the case for 
the establishment of such institutions has still to be proved befoie 
the Provincial Minister takes any action The Industrial Commis- 
sion which considered the matter in 1918, along with various other 
problems relating to industries, recommended the constitution of an 
expert committee to consider the question of the establishment of 
industrial banks for financing industries in India The Banking 
Committee, which is surely an expert Committee of the nature con- 
templated by the Industrial Commission, would be failing in its 
duty if it did not unequivocally press for the establishment of 
industrial banks in the provinces, the need for which has been 
emphatically pressed by all the Indian witnesses, including 
important chambers of commerce, and also by some of the 
European witnesses of the so-called conservative school I do not 
think, therefore, that it will be necessary for the future mmisters 
in the provinces, at any rate in those provinces where the Banking 
Committees have recommended the creation of industrial banks, 
to go over the same ground as we, and other Commissions and Com- 
mittees before us, have traversed. 

3 Assuming, in agreement with my colleagues, that it would 
be wasteful in provinces where industries are not sufficiently well 
developed to start industrial corporations for utilizmg the financial 
facilities that may be provided by the industrial banks, I should 
still urge that the evidence placed befoie the Provmcial Bankmg 
Enquiry Committees and the conclusions they have i cached thereon, 
as also the evidence before the Central Committee, provide suffi- 
cient materials which may demands a conclusive recommendation 
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as to wliicli of tlie pioMiices lla^e an unmistakable need foi an 
industrial coipoiation and uhioh of them ha'se not In legaid to 
the lattei, the GoYeinments concerned mnv peihaps be advised to 
await futuie deielopmeiits befoie pioceeding io inauguiate the 
industiial coipoiation such as we ha\e in mind Bnt'^ conditions 
in Bengal, Madias, and Bombay at least are iulh npe foi the 
establishment of industual banks and we shall not bo justified in 
gning the Governments of those Provinces what seems to me the 
mistaken irnpiession that the question of piovidnig financial 
facilities thiough a speciallv demsed institution is still an open 
question, calling foi iuithei cnqunj Thou aim and endcn\our 
should latliei he to take up the tin ends whore we lune left them 
and to inauguinte the next “^tcp namely, the creation of the finan- 
cial machinciy for encoiuagiiig the industrial dcielopincut of the 
pi oMiices 

4 I must heie lofei to the lukewann ''Uppoit, if not positive 
hostility, of some of the Eniojiean Clmmhci- of Commerce and 
even the foieigu expel t-., to the pioposal of establishing separate 
insritutions foi indiiNtna) hnaiiee It seems to me that theie is 
a daiigei, fioiu which e\en some of lolleiirues on the Committee 
au not wholh fiee, of being caiiied awn\ h\ the notion that for 
stimulating the dc\elopmeut and .strengthening the position of 
industiies in India it is not essential to establish any special 
institution of tlie natuie of Industnnl Corpoiation, it being con- 
tended that tlie clamouj foi pio\ision of special finance to indus- 
tiies IS due to the uiajititudc of the Indian jieople To my mind 
sueli a contention appears to bo quite unjustifiable in the lurbt of 
the expel leiice of all flic induitualh ad\anced (ountnes of the 
modem woild The only notable instance of industiial onteipiise 
which glow up without fiiuiuoinl assistance fiom Goseinment oi 
specialized ludustiial banks i^ to be found in Gieai jlntain The 
Biitish witnessev who ha^e apjienied hefou us liavc iiatui all's fried 
to coinime us of the foll\ aud futi]it 3 ' of devising special measuies 
foi financing industu But it must he home in mind that England 
is a siugulai iiistaiue of an uidustiial nation which has iihen to 
eminence moie oi less pviieh on the strength of indiMdnal 
initiatue Tlio conditions, m whick that (ountiy was oiiginally 
industnab/.ed, weie peculiar to it It wa*? altogeihei fiee fiom 
the intense aud fieice competition to which world iudnsirv has 
been subject in the piesent centui^, and by the time woild iiulubti\' 
passed into ibis phase, Gieat Biitain bad begun to eiijoj^ a laige 
national suiplus which Aias fai in excess of the needs of bei domes- 
tic bade and industij' Owing io the ^ast expansion of hei tiado 
and commeice and owing to the fact that London bad become the 
entiepot of w'oild tiade the financial mechanism of the Cifjr bad 
become so peifect, that the diiection of the fluid lesouices of the 
countiy called foi no special machinery oi effoit In shoit the 
de^elopment of English iiidnstiies was from small hegiuimigs and 
gradual, and Avhen the^ enteied upon a peiiod of laige expansion, 
thej’- found a leadv and moie oi less efficient monej* market in 
London Since that time, howevei, the conditions in w’hich tiade 
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tind industry could flounsli on a policy of absolute laissez-faire 
bave not been present in any other country It is not present 
even in Great Britain to-day ’ Under stress of modem competi- 
tion and -with the paramount need for rationalization, opinion in 
Great Britain has veered in recent times to the closer co-operation 
of finance and industry, secuied by means of a body acting as an 
advisoiy and regulating -organization between the two. 

5 It IS necessaiy, before detailing the practical efiects of that 
change of opinion to note the harm which has been done by the 
attitude of unconcern adopted by banks towards the actnal internal 
management of industry In the case of the British cotton mill 
industry, it has been found that banks had been continuously 
making advances without any attempt to satisfy themselves that 
the use of those funds resulted in any appieeiable improvement 
of the financial position of the mills concerned The result has 
been that both the banks and the mills aie in the slough and 
further accommodation has been denied lust when they aie needed 
most The opinion of the Expert Committees appointed to enquire 
into the state of Biitish industiy is that if the Banks had (on 
the strength of the advances which they \seie making) acquainted 
themselves with the details of management and had exerted 
then influence in favour of the leconstiuction and re-organization, 
the jiosition of the industry would have been better and the banks 
also would have suffered loss All this only shows that even the ‘ 
only countiy which followed a policy of laissez-jaire and on which 
the conseivative school ” (as the repoit refers to them) has relied, 
has latei on come to grief by persisting in that policy, when it 
would no longer seive That Great Britain has at len^h lealized 
the wisdom of devising a closer link between banks end industry 
IS amply demonstrated by the establishment of such institutions 
as the vSecuiities ^lanagement Trust, and the Bankei’s Industrial 
Developinent Company 

6 It will be clear from the foregoing that it was essential 
even for a country like England, where individuel resources were 
so large, the investment habit so ingrained and the capital market 
so well-oiganized, to set up specialized institutions for providing 
the necessaiy financial equipment and help the rational manage- 
ment of industry 

7 In regard to nations which industrialised themselves later 
than England, the initial impetus, the subsequent progress and 
the maintenance of the position gamed, have all been due in no 
small measure to the establishment of institution for providing long 
term credit and other assistance to industrial enterprise l)he 
German system, which is roughly representative of the system 
followed in all the coimtries of the Continent, has been summarized 
in paras 386-388 of the report. The description of the system> as 
contained m the summary is not only inadequate but the lesson 
of the German experience has not been duly appreciated in 
formulating the recommendations of tbe Committee The German 
Banks play a large part in the provision of long term capital 



538 


They have satisfied the need foi an institution to educate and 
encouiage the general public in investing then surplus funds in 
industiies There was a place foi some .kind of agency which 
should obtam the confidence of the investing class, and use this 
confidence to direct their capital towaids sound industrial imdei- 
takings It was pnmaiily the filling of this place that called into 
being the ciedit banks of Germany and^accoldlngly these banks 
gave a promment place in then ^logiamme to the promotion of 
]oint-stook companies The German investois are even nou, after 
a long period of industrialization, reluctant to participate in any 
undertaking before it is fully launched and they have a peculiar 
preference foi piojects in which a leading bank has interested 
itself (Vide Whale’s book, pages 11-12 and 40 ) 

This intimate relation between banks and industries is clearly 
emphasised by Dr Jeidels, the German expert on industrial bank- 
ing, who collaborated ivith us, in the followung words; — 

“ The banks attend an industrial undertalang from its birth 
to its death, from promotion to liquidation, they stand by its side 
while it passes through the financial processes of economic life, 
whether usual or unusual, helping it and at the same time profiting 
from it ” (Quoted by Mr. Wh^e, page 52 ) 

8 The interest which the German Banks take in respect of 
the development of local industiies, and which I have endeavoured 
to describe above, is still being maintained It is no doubt true 
that during the War, the banks had to give their attention mostly 
to the business of financing the Government by the flotation of 
its loans but the industries in their turn, thanks to war profits, 
could afford to be independent of any help from the banks But 
the situation was again reversed after the mark had been stabilised. 
The re-organisation of the whole German national economy — 
including the industrial concerns — as a result of the stabilisation 
brought into clear relief the evil effects of the inflation The 
losses sustained by the industries due to this fact made the indus- 
tries again to depend on the banks for their financial requirements, 
and as pointed out by S G. Eeodossief in an article in the 
Bankers’ magazine, (June, 1930), “ to a much greater extent 
than before the War, the advances made to industrj’^ by the banks, 
especially during the first year aftei the stabilisation of the mark 
(1924), were long teim credit for the purpose of replenishing the 
permanent liquid capital and some times of providing fixed 
capital” The banks have also in latei years utilised their foreign 
connexions by intervening “ as members of foreign syndicates for 
floating new industrial issues on the European and American 
markets ” 

9 The importance of the German system in regard to our 
enquiiy consists in the fact that it is representative of the systems 
which obtain in most countries of the Continent, and it should be 
highly instructive and inteiesting to us in considering the needs 
of a country like India, where there is little or no co-ordination of 
effoit in matters relating to banking and development of industries. 
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10 Belgium owes a gieat debt to ber banks for tbeir services 
to industry As in Germany, tbe banks were tbe only source fiom 
wbicb Belgian industries could obtain financial assistance Hence 
a close relationship between banks and industries grew up in that 
country at a comparatively eaily stage In fact tbe Societe 
Generale de Belgique (established in 1822) was tbe first Joint 
Stock Bank in Europe to adopt purely industrial policy involving 
some degree of control over tbe various industrial concerns m wbicb 
it was inteiested Otbeis followed and are operating successfully 
to-day to tbe advantage of Belgian industry. 

11 In France, on tbe other band, along with tbe commeicial 
banks, a specialised type of institutions called “ Banques d’ 
Afiaiis ”, has grown up for tbe purpose of financing industries. 
These institutions which aie in essence ‘‘ Investment Banks ” 
assist tbe industries very much on the lines of tbe German Banks, 
partly by participating in their capital and partly by placing their 
bonds and shares with tbe public 

12 In no other country, perhaps, is the connection between 
banking and industry so close as it is in Switzerland The 
specialisation there has been carried on by the Trust Banks, whose 
function consists in issuing their own bonds and utilising the pro- 
ceeds, partly to grant long term loans and paitly for participation 
in the capital of industrial enterprises The remarkable develop- 
ment of the system of deposits and savings accounts has been o£ 
great assistance in helping industries. 

13 It may also be pointed out in this connection that even in 
other countries where industrial finance was largely taken up by 
commercial banks, the conviction is steadily gaming ground by 
experience, that these banks are not equal to the task of providing 
long term credit to industries. 

14. In Italy, for example, the commercial banks were led to 
make advances to industrial concerns by purchasing their shares 
and these created such complications that a special mstitution had 
to he created to take over these long term securities There was- 
established lately the Societa Fmanciaria Italiana, with the object 
of takmg over the industrial securities held by the Credito Italiano, 
which, in spite of local runs, was not intrmsically unsound 

15 While the continental banks were specialising in the financ- 
ing of industries, Japan was not shown in putting into practice the 
principles and methods of the west In fact she has gone a step 
ahead and created a special institution for expediting the mdus- 
trial progress of tbe country The Industrial Bank of Japan wae 
established in 1902 with the object of financing Government loans, 
advancing against Government and semi-government securities, 
as well as against ships, shipbuilding materials and accessories, and 
other industrial issues. It could, with the approval of the Minister 
in charge, subscribe or underwrite share and stock issues It 
could issue “ Industrial Bank Bonds ” Government control is 
exercised through the Minister in charge, who appoints to- 
“ Controller for superintending the business of the Bank. Tbe 
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minisier’s approval was required foi payment of divideud to the 
shareliolders Originally the Government also guaranteed dividend 
up to 5 per cent tor 5 years Although the Government does not 
participate in the capital of the Bank, it lends to a considerable 
extent at a moderate rate of interest out of the funds at the Deposit 
Bureau, the Department of Finance. Further, the Government 
guarantees the capital redemption and interest payment of the 
Industrial Bank of Japan loan bonds, in case such loans are floated 
in foreign countiies The favouiable effect of the establishment 
of the Bank on Japanese industries has been quite leniaikable 

16 Among lecent endeavouis to make suitable arrangement for 
providing long term credit to industries a reference ma}’’ be made 
to the example of the Industiial Trust Company of Ireland, vhich 
was started in 1926 with direct assistance from the lush Govern- 
ment One of the functions of the Trust was to facilitate the 
financing of such enterprises as had previously received advances in 
the form of Government guaiantees, under the Trade Loans 
(Guaiantee) Acts, which were then due to expire In 1926, when 
the Banking Commission of Ireland submitted its reports, the 
Trust had a paid-up capital of about £163,000, of which £50,000 
was held by the Government, £60,000 by the banks and £50,000 
by American subscribers The public character of the concern 
was ensured by nearly two-thirds of the stock of the Trust being 
held by the Government and banks In the Third Intel im 
Keport the Banking Commission recorded its appreciation of the 
importance and usefulness on the Industrial Trust Company, as 
being a suitable medium through which airangements for long 
term credits might be made and recommended that the Govein- 
ment support to business might be continued and administered 
through the aforesaid Trust Company The Commission fuither 
recommended that the piactice of diiect Government guarantee 
on industrial bo'ids should be discontinued thereaftei, and pro- 
posed that ih the future such guarantees as the Government might 
he disposed to make should be confined to the Bonds of the Indus- 
trial Trust Company, which would then be left to advance funds 
to enterprises approved by it, subject to ceitain specified conditions 

IT A study of these facts leads to the following conclusions 
First, private initiative and enterprise alone cannot be depended 
upon to provide the necessary financial aid to industiies Secondly, 
some special institution is required for pioviding long teim ciedit, 
infusing confidence among the investing public and leading them 
to invest their capital in sound industrial securities, as also for 
initiating schemes for le-organisation and lationalisation of 
industries if and when necessary The special institution contem- 
plated should, as a rule, be a distinct organisation, apart from the 
commercial banks 

18 The observation that industrial credit should, as a rule be 
piovided by a special type of institution distinct from the ordinary 
Commercial banks is narticulaily true vMth lefeience to the condi- 
tions which prevail in India The comnieicial banks in this 
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countiy canaot undeitake tlie responsibility, as then deposits aie 
mostly for short peiiods and they cannot afford to tie np any 
portion of tbeir capital oi re'^eive in financing industry They 
require all tbeir resources to maintain public confidence in carry- 
ing on tbeir legitimate business of commeicial banking Tbis 
caution IS particulaily necessary, as tbe failure of any sucb institu- 
tion uould distuib tbe commercial banking structure, ubicb is 
now in tbe initial stage of development 

19 It IS true that in some countries on tbe continent of Euiope, 
particularly in Germany, tbe lesponsibility of providing industiial 
capital bas been satisiactorilv discharged by commercial banks 
doing mixed business But it should not be overlooked that in 
those CO untiles there were special ciicumstances which made it 
possible foi them to meet tbe varied capital requirements of indus- 
tiies Eiist and foieinost, tbe banks, in many cases, bad immense 
resources of tbeir own in tbe foim of capital and reserves, enabling 
them to provide long term loans to that extent Besides, tbe 
banks in these countiies were not embarrassed if tbeir funds occa- 
sionally happened to get tied up in industrial investments as they 
could easily avail themselves of an already developed capital 
market within tbe country in which tbe industrial securities lying 
in tbeir bands might be disposed of whenever necessary On both 
these grounds, tbe disparity between tbe conditions on tbe 
continent of Euiope and those in India is markedly pionounced 

20 It bas been suggested that tbe task of industrial finance in 
India might be left over to tbe private Issue Houses and Investment 
Tiusts I do not deny that institutions of this kind have been 
found to be very useful in supplying long teim capital to industiies, 
particulaily in England and in America But I need hardly point 
out that there are at present no sucb institutions in India, and I do 
not think that circumstances are quite favourable in India for tbe 
establishment and successful woiking of these institutions in sufO.- 
cient numbers at this stage , noi can I accept the view that these 
institutions alone could be regarded as a dependable machinery to 
piovide tbe necessary industrial capital Tbe creation of such 
institutions geneially follows and does not precede public demand 
foi investment information and facilities I am confident, bow- 
evei that when, as a lesult of a gi eater industiial pi ogress and 
development, and as a lesult of growing public confidence in tbe 
industrial system of tbe country, private Issue Houses and Invest- 
ment Trusts will be established in sufficient numbers, tbe latter 
may be expected to take up tbeir share of tbe responsibility of 
financing industry and supplementing the work of the institutions 
that lequne to bo created specially for tbe purpose 

21 Par almost identical reasons I find it impossible to endorse 
tbe view that individual industries should depend for tbeir long 
term financial requirements on tbe debentures issued by them 
Tbe success of this method of capitalising industiies on a wide scale 
IS presumed to rest on tbe idea that sucb debentures are popular and 
that tbeie is in existence tbe macbineiy of investment institutions 
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as mteimediaiies between tbe boirowing industries and tbe genuine 
investing public, wbicb. can make sucb foims of investment 
popular It is conceivable that a few very big industries can, witb 
some measuie of success, depend on tbe issue of debentures foi their 
financial requiiements, but the numerous middle sized industries 
would not be able to raise capital by this method And although 
(japital has, in many cases, been successfully raised thiough indivi- 
dual private mitiative, no organised efforts have hitheito been made 
to ensure its steady supply in respect of all efficient and promising 
industries In fact the supply of industrial capital has been re- 
tarded by the failure of many concerns brought about (amongst 
other causes) by the very want of timely financial aid and the 
currency and fiscal policy of the Grovernment exercising a depress- 
ing influence on their prospects Even to make the raising of 
industrial finance by the issue of debentures a success the cieation 
of an agency, stiong and sound enough to counteract the depressing 
influence mentioned above, is eminently called for. 

22 The difficulty of obtaining industrial finance is often ascribed 
to the shyness of Indian capital, owing to the nervousness of invest- 
ors I think, the shyness is due not so much to the attitude of 
investors, as to the fact that hitherto no systematic endeavour has 
been made in this country to create a status in favour of indigenous 
industries, directly and indirectly, through Government support 
calculated to inspire confidence among investors In India the 
attitude of absolute unconcern shown by the Government till recently 
towards the development of indigenous industries, has long re- 
mained a strong deterrent factor in the matter of industrial 
mvestment The fiscal policy of the Government, which was often 
subordinated to British Industrial interests, coupled with adverse 
railway rates and stores purchase policies, have very naturally 
stifled the initiative of promoters in many cases, while investors 
have mostly lost their faith in the success of new industrial ven- 
tures The alien character of the Government subordinating 
Indian to British industrial interests, the gradual decadence of 
Indian industries in certain areas, accentuated by the unequal 
competition of imports of British manufactuies had all combined to 
cieate a most pessimistic outlook in legard to the prospects of 
mdigenous mdustries, particularly those owned and managed by 
Indians The pro_-British tendency commonly, associated witE the 
Governmental policy yielded the curious lesult that industries in 
tihis country under the management of British firms have come to 
be looked upon as the safest channels of industrial investment, 
while Indian managed industries have not been able in many cases 
to inspiie similar confidence The dearth of finance suffeied bv 
the latter has not been due, as I have already pointed out, so much 
0 the shyness of Indian capital which is disproved by the steady 
increase of investments in other directions, particularly in the form 
ct bank deposits Government securities ■ and investments lu 
European managed concerns The he'^itancv of the investors arts- 
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mg out of the ciicumstauces mentioned before, has pioved a stumbl- 
ing block to the mdustiial renaissance of India and it has little 
chance of being lemoved eaily unless the Government acknowledge 
the responsibility of ladically changing the whole mdustiial out- 
look of the country No doubt they have made a beginning by 
moving towards the right direction since the outbreak of the War, 
to which reference has been made in our report The Government 
have recognised the claim j-of discrimmatoiy piotection, and have 
appointed a Tarifl; Board to consider the demands of particular 
industries for piotective tariff But these have not yielded any 
results commensurate with expectations, and have been regarded 
rather as half-hearted concessions to the public demand What is 
required m the particular circumstances in India is an active and 
vigorous industrial policy pursued by the Government, which 
should be reflected m their fiscal, cuirency, railway and stores pur- 
chase policies They must truly identify themselves with the 
economic interests of the country and follow the active policy of 
the Government of Japan, which has been raised to the status of a 
first class industrial country in course of less than half a century 
Such an attitude on the part of the Government can alone create a 
Javourable atmospheie which may be assuring to the investors in 
legard to the prospect of indigenous industries, leading them more 
and more to employ their surplus capital in industrial investments 

23 It IS clear from a study of the conditions in India and the 
experience of foreign countries, that industrial development requiine 
the active support and direction of a body specially created for the 
purpose We require an agency which will attract and mobilise 
piivate funds for investment in the capital market for industrial 
purpose This agency would work with funds drawn from the 
investing public and by its efficient organisation, expert care and 
supervision so regulate investment as to minimise the chances of 
loss of capital 

24. The Committee's recommendation in this regard should, in 
my opinion, be quite unequivocal and they should throw the weight 
of their support in favour of the creation of industrial corporations 
The question would then be, how far we can indicate the details of 
the constitution and working of the industrial corporation It has 
been suggested that in formulating the required legislation, the 
provincial ministers should have liberty to devise measures to suit 
the conditions in their respective provinces , and I agree with my 
colleagues that it is inadvisable to lay down any hard and fast rules 
But I am sure that when the ministers take up questions concerning 
industrial banking they will turn to this Committee’s report for 
guidance on fundamental issues This Committee could, there- 
fore, discharge its responsibility by enunciating ceitain fundamental 
principles for the guidance of future ministers 

25 My colleagues intend that the proposed industrial corpoia- 
tion should specialise in the provision of long teim capital to 
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industries and tliey have not attempted to lay do'wn any practical 
suggestions legaiding" tlie functions of tlie corporation. It is difB.- 
cult, I agree, to anticipate all the credit demands that may be made 
upon the corporation by the existing industries as well as those 
which will come into being at a future date But, in order to make 
these institutions leally useful for stimulating industrial develop- 
ment of the country, I am of opinion that the eoiporation should 
take upon itself, as a matter of policy, at least the following specific 
functions . — ' 

Granting long term loans to industrial concerns on the 
secuiity of their assets or against debentures secured by 
those assets or against industrial shares , 

(^^) TJndeiwriting or subscribing the shares and debentuies of 
industrial concerns, 

(itt) Taking long term deposits from the public, 

(iv) Lending money to industrial concerns for short periods 
when funds are idle, through discounting their bills or 
otherwise , 

(■u) Actmg as trustee for individual concerns, raising money 
by debentures on their own assets , 

(vi) Guaranteeing interest on the principal of approved indus- 
trial debentures or loans 

26 The desirability of establishing an industrial corporation 
With a scheme of Government participation in its finance has been 
questioned on the ground that it may eventually become responsible 
for a dangerous stiain on the revenues of the Government through 
lack of proper guidance and control over its investment methods 
In due lecognition of the weight of such contention I should like to 
emphasise the need for certain precautionary measures for controll- 
ing the piactices of the eoiporation with a view to keep them 
within the limits of safety Such measures aie necessary not only 
for safeguarding the interests of the Government but also for the 
absence of experience in the new line of business, and the danger 
that some reverses sufiered by the corporation at the initial stage, 
may retard the progress of mdustrialisation beyond all hopes of 
early recovery 

The measures I would recommend for this purpose are sufficiently 
indicated in the following pomts — 

(1) In making loans, the Corporation should satisfy itself that 
there is the proper margin and that the concern will be 
able to pay the interest and principal on stipulated 
dates In the case of debenture issues of industrial con- 
cerns, it should satisfy itself that they will be able to 
make adequate allocation to the sinking fund to redeem 
them on the due date Through its continuous contact 
with the industrial concerns it should see that proper 
allocations are made as required 



(2) It sliould not make any investment in any speculative vea- 

tnres noi extend any financial aid in any patlicular line 
of industiy wliich is already tliieatened witlL over-pro- 
dtiction or lias otfiexwise become unsound 

(3) Regarding its own debentuie issues it should provide ade- 

quate sinking fun<ls for redemption and also build up 
suitable leseives out of current income 

(4) When underwriting, subscribing to or granting loans 

against industrial shares, it should assume only a reason- 
able proportion of these obligations 

(5) Tlie extent to which it assumes such obligations should be 

determined by its ability to liquidate them within a 
reasonable time 

(6) To safeguard its commitments in these concerns and the 

inteiests of the investing public on whose confidence it 
will depend for its success, it should maintain a perma- 
nent and continuous touch with them, somewhat on the 
German model It should associate itself with the 
management through representatives and receive inform- 
ation about them not only when matters are bad, but 
long befoie this stage is reached, so that it might initiate 
and suggest reorganisation and other remedial measures 
to avert possible loss t«t the parties concerned 

(7) Piovision should be made to distribute the assistance it 

gives to industiial concerns so as to minimise the possi- 
bility of its lesouices being tied up m one oi two 
concerns '01 one oi two classes of industries 

27 My colleagues have not ruled out the possibility of creating 
an All-India Industiial Coipoi'ation m futuie for looking after 
industiies of national importance, the development of, which will 
fall within the functions of the Federal oi Central Government It 
has been suggested that the All-India Corporation may secure pro- 
per liaison in the matter of finance and a direct connection with the 
large Spending departments of the Central Government as well as 
direct correlation of the industries as a whole with railway rates, 
customs, stores purchase and other policies of the Central Govern- 
ment* My colleagues have kept the question open, to be finally 
decided by the demands of the Provincial Governments requiring 
the services of such a central co-ordinating agency to advance their 
common interests, or if its need is otherwise established to the 
satisfaction of the Central Legislature Industries of national im- 
portance at least foi some time to come, would not be so numerous 
as to 3 nstify the establishment of a Central Corporation enabling 
it to invest its full resources on a remunerative basis Tiie financial 
requirement of the existing national industries' might be met direct- 
ly by the Central or Federal Governtnent either giving direct loans 
or guaranteeing the interest on debentures issued by such industries 
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Tlie actual grant of any loan or guarantee of interest to any such, 
industrial concern will naturally depend on the merits of each case. 
A pretty long time might elapse befoie the number of such indus- 
tries would sufficiently increase to justify the establishment of the 
proposed corporation But before that stage is reached, the co-ordi- 
natmg and supplementary functions proposed to be entrusted to the 
All-India Corporation, will remam no less urgent from the point of 
view of the Provincial Coiporations I should, therefore, propose 
that pending the establishment of the All-India Corporation, the 
contingency might be effectively met by an All-India Industrial 
Board, vested mostly with advisory functions The Board should 
be constituted of some Government Members of the Industries and 
Finance Departments,' representative businessmen concerned with 
banking, finance and industry, and representatives of Provincial 
Corporations 

28 The functions of the Board will be as follows — 

(1) To maintain a staff of experts, if found necessary, whose 

services will be available to the provincial corporations 
for examining schemes in connection with their invest- 
ments in industries 

(2) To keep up to date the results of the industrial survey by 

studies and researches conducted by the experts. 

(3) To give suitable advice regarding the terms and conditions 

of issue of debentures of the corporations, and, if neces- 
sary, help in getting them subscribed. 

(4) To advise regarding the general policy to be followed by 

the provincial corporations in investing in shares or 
debentures of industrial concerns, or underwriting or 
promotmg their issues 

(5) To advise the corporations regarding the financial assist- 

ance they may render to industrial concerns, with special 
reference to the advisability of seeing that neither over- 
production nor undue competition is encouraged 

(6) To enquire into the organisation of the Indian Industries 

and make any recommendations to them that would im- 
prove them in the light of experience in India and 
elsewhere 

(7) To advise the Government regarding the commercial and 

industrial education in India and to suggest necessary 
improvement, (m the model of the ITnited States of 
America Bureau. 

(8) To formulate schemes for drawing out small savings for 

investment in industries and suggest means for nopu- 
larising them. ^ ^ 

(9) To advise the Government and the Provincial Corporations 

m matters relating to the flotation of inland and foreign 
loans for industrial purposes. 
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(10) To "urge on tlie Central Q-oveinment the need for fiaming 

their fiscal, financial, railway and stoies purchase policies 
in consonance Avith the inteiests of Indian industries 

(11) To take such othei necessary action, consistent with its 

status, to piotect oi advance the interests of industries 
in geneial 

29 I need haidly point out that some of the functions proposed 
±0 be vested in the Ali-India Board aie of sufficient importance to 
indicate the desirability of a distinct status being given to it rather 
than its being consideied a supeifluous ad 3 unct to the Provincial 
Boards The All-India Board should take the lead in initiating 
periodical surveys of Indian industiies, to suggest that true lines of 
progress by avoiding the dangeis of overproduction and waste 
Prom its very inception it could come to the aid of the various 
Provincial Governments in foimulating their respective programmes 
of industrial leconstruction which will demand not only expert 
advice but also the guidance of some cential agencv viewing the 
difierent Provincial Schemes from a wide national perspective 
Divorced from such a national outlook the programmes of different 
provinces may lead to a development on paiaUel lines, leading to 
the risk of interprovincial competition in particular industries while 
others might remain compai atively ignored This would mean 
needless national waste which can be avoided by the intervention of 
such an agency as the All-India Board The services of the latter 
relating to the collection and dissemination of statistical intelli- 
gence would be useful to all the Provinces by giving them a lead in 
regard to the volume of industrial production in their respective 
spheres Such statistics of production are now being compiled on 
a strict scientific basis in almost all industrially advanced countries 
of Europe and America with great advantage to their respective 
Governments enabling them to follow a definite policy regarding 
currency and credit while the same has been found useful to the 
industrialists as giving an insight to the general conditions of pro- 
duction throughout the country The need foi such statistics in 
India cannot be over-emphasised and the most suitable agent that 
might be entrusted with such functions should be the All-India 
Board iN’eedless to say that for securing the necessary uniformity 
in the matter of collecting statistics the Board will require the 
support of the Central as well as of the Provincial Governments 
For efficiently discharging its function of guiding the industries in 
India it would have further to keep itself apprised of the world 
conditions of production and consumption of such articles as are 
produced in India and publish the relevant statistics for the benefit 
of the industrialists at large 

rlO In conclusion I may refei to some points whereon my views 
are to some extent divergent from those of my colleagues My 
colleagues have proposed in -paragraph 403 that the debenture issues 
rf the Provincial Industiial Corporation should at the outset be 
limited to twice the amount of its shaie capital This proposal, 
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together 'svith the othei that the peimissible limit maj" be laised at 
a later stage does not pay due regard to the consequences which 
such lestriction would bear on the revenue earning position of the 
Coiporation ISToi does it clearly emphasise the need for ensuring 
the adequate security of the debenture issues beyond that at the 
initial stage, the additional security provided by capital should be 
so high as 50 per cent of the debenture issues under the specified 
proportion I would, therefore, propose to fix the proportion in 
closei cfinsonance with the principles that should underlie the issue 
of debentures, mz , security and elasticity, in the following manner 

31 The shaie capital of the Corporation should be supplemented 
by debentures under the conditions that the amount of debentures 
should in no circumstances exceed the amount of the outstanding 
long term loans and fuither, must not be more than five times the 
amount of share capital I do not think that in fixing this propor- 
tion any risk is involved, for if, as I have proposed, the debentures 
be covered at all times by long terms secured investments with ample 
margins, the additional security provided by capital coming up to 
20 per cent of the total debenture issues must be considered suffi- 
cient On the othei hand a moderately high proportion of 
debentures may be necessary for carrying on such volume of busi- 
ness as would enable the Corporation to earn a profit for the 
shareholders after meeting the necessary current expenses, within 
a reasonable peiiod of time Eoi, unless such piospect of earning 
a dividend is assured the shares of the Corporation may not 
successfully attract private investors 

32 I am also constiained to expiess my dissent fiom the opinion 
of my colleagues, as contained in paragraph 406, that the Industrial 
Corporation maj'" take deposits only if the deposits aie for compara- 
tively long terms of two yeais and over "Wliile I entirely agree 
that the activities of the coiporation in the field of deposit-taking 
should not set up any undue competition against the commercial 
banks, I am convinced that this measure of safeguard would be 
sufficiently provided if it be laid down that the corporation should 
take term and current deposits only from those industrial concerns 
whose block and other asset are mortgaged to it This is advant- 
ageous to such industrial concerns inasmuch as they can obtain 
short term accommodation from the corporation for 'working ex- 
penses, which otherwise may be denied to them by other banks or 
capitalists, with their assets mortgaged elsewhere For the corpora- 
tion itself it is an advantage since it can keep a day to dav 
watch on the business of the concerns This practice would be 
strictly in consonance with the one bank, one client ” idea and 
would not involve any difficulty on the score of setting up competi- 
tion with the existing banks, as such cases of granting short term 
advances would not be so numerous as mateiiallv to affect the 
business of existing banks, nor would such advances be available, 
so far as the Coipoiation is concerned, for all classes of borrowers 
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III — riiS' ANGIKG OF FOEEIGN TEADE (CHAPTEE XYII) 

N 

1 In paiagiapli 477 of tlie Eepoit the majoiity have ohseived 
that “ speaking tioin the point of view of trade alone, it may 
be said that the facilities available at present foi financing India's 
foieign trade both impoit and export, are suldcient ” This state- 
ment IS true so far as it means that the number and resouices of 
the existmg exchange banks are fully equal to any demand for 
finance that may be made by the export and import business of 
India. But surely this is not all ^ To have adequate resources is 
one thing But whetliei those resources are used impartially as 
among the different classes of traders, Indian and European, is 
quite another In othei words, it is just possible — and allegations 
have been made to this effect — ^that though there are resources 
available for tiade, those resources are not available in an equal 
degree to individual traders The distinction between “ trade ” 
and “ traders ” so vital in this context, seems to have been over- 
looked by the majority The Committee may feel satisfied that 
thei e is no lack of resources for meeting the requirements of foreign 
trade. But it would still remain to enquire whether individual 
traders are having a fair share of these facilities and whether such 
resources are being used to subserve what may be called the broader 
national interest, wz , the increasing participation of nationals 
in the country’s foreign trade If the last mentioned objective 
is not before us the present adequacy of resources will be a matter 
of comparatively little significance 

2 But without furthei elucidation what I have just said does 
not reveal the whole truth in regard to the existing conditions 
of financing India’s foreign trade, particularly as it does not 
give an insight into the facilities ds respectively available to 
different sections of traders, European and Indian. 

3 No doubt the statement in the Eeport of the majority is a 
qualified one, as it is followed by some observations Which should 
help one to comprehend its real significance, but m detachment 
from these qualifying remarks there is a dangei of the statement 
being misconstiued in the sense that the facilities available at 
present ate sufficient for the traders concerned 

4 I, therefoie, feel that it is necessary to emphasise the distinc-^ 
tion between the two aspects of these facilities, 'h'lz , their avail- 
ability for the tiade as a whole on the one hand and for indivi- 
dual traders on the other In fact, the real question at issue is 
that associated with the latter For purposes strictly germane to 
oili enquirv, the more important problem is one of facilities avail- 
able to Indian traders and firms from the exchange banks which 
are all non-Indian institutions holding a virtual monopoly of 
the exchange business Looked at from this point of view it is 
impossible to maintain, in view of the evidence placed before ns, 
that the existing facilities are ‘ sufficient ’ Owing to the fact 
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that the foreign trade is mostly in the hands of non-nationals 
it will be found that these facilities are available to tbem to a 
great eKtent But the point I wish to emphasise is the different 
attitude of the bank officials towards then European and Indian 
clients I believe that the present low pioportion of our share 
IS due to the helpful advice and financial and other assistance 
which were available to non-nationals, but which have not been 
available, at least to the same degree, to Indian businessmen 
Several witnesses including representatives of important Indian 
Chambers of Commerce have pointed out that Indian exporters 
and importers do not get all the facilities they require and that 
they are seriously handicapped by the discriminatory dealings of 
foieign banks Even though a large number of instances may 
not have been placed before the Committee in support of these 
allegations, the few that were produced, taken together with other 
circumstantial evidence gave clear indications of the differential, 
treatment that is being meted out to Indians The reasons which 
must have impelled most of the witnesses to withhold even such 
evidence as might have been in their power to give are so obvious 
that I need not mention them here Those who ask for docu- 
mentary evidence in support of these allegations might with equal 
justice and propriety turn to the exchange banks for a more con- 
vincing reply to these charges than they have so far been able 
to put up Instead of resting on the “ onus of pioof , they 
could, for instance, point to specific cases in which Indian films 
end individuals have been helped to expand their business thiough 
their co-operation 

5 I regret I cannot find my way to jom my colleagues in the 
non-committal attitude they have taken in this matter Eor even 
apart from the complamts of Indian traders and firms, which, I 
cannot but believe, have a substratum of truth, the discriminatory 
attitude of the foreign exchange banks is corroborated by other 
well-known facts The most striking of these is the very meagre 
participation of Indians in the export and import trade of the 
country since the advent of the foreign exchange banks The 
majority have referred to a statement made by the exchange banks 
showing a higher proportion This cannot be accepted for reasons 
detailed in para 437 of the Report From the enquiries that 
I have been able to make I am inclined to believe that the actual 
proportion is about 20 per cent 

6 The representatives of the Exchange Banks Association stated 
that there was absolutely no racial bias in the granting of their 
facilities to trade and that the same rules and same standards were 
applied to both classes of customers The complaint with regard 
to the Exchange Banks is not an isolated one but refers to all 
aspects of the British rule in India We find that in all spheres 
of our national life, in trade, industry, commerce and Govern- 
mental transactions there is in operation a subtle difference of 
treatment due to the fact that the officials with whom we come 
in contact are mostly Europeans To a large extent this is natural 
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as -we cannot expect from foreign traders, businessmen and officials 
tlie same solicitude for our welfare and the same fostering care 
which w© would expect from our fellow countrymen How is it 
possible for us in these circumstances, to believe that the banking 
sj'^stem alone is managed by such supermen that they will forget 
the instinctive urge to help their own friends and countrymen 
and go out of their way to help Indian traders and businessmen 
in the same degree? In fact, the representatives of the Exchange 
Banks themselves admitted that through social inter-course their 
European officials had moie opportunities of obtaining intimate 
knowledge of the integrity and resources of foreign clients than 
that of Indians One should have to forget the political and eco- 
nomic history of India for the last one hundred and fifty years to 
treat this claim of the Exchange Bank as anything other than an 
incorrect picture of the situation 

7 The majority have nghtly stressed in para 478 that “ the 
extent of a nation’s participation in its foreign trade depends con- 
siderably on the facilities which the banking system gives to its 
tiaders ”, the truth of this statement has been amply demonstrated 
by the amazing progress which Japan has made during the last 
fifty years in this respect, due to the special assistance which the 
Yokohama Specie Bank, established in 1880, gave to the Japanese 
traders The extent of participation by the nationals in the 
Japanese foreign trade has increased from less than one per cent 
in 1874 to 69 6 per cent of exports and 86 6 per cent of imports 
in 1922 (“ Present Day Japan,” 1930, page 136) Our meagre 
share in Indian foreign trade is in striking contrast to that of the 
Japanese in theirs and unmistakably points to the scanty support 
given by, and the lack of sympathy of the exchange banks to- 
wards the requirements of Indian traders There is no doubt that 
the share of Indians in the foreign trade of the country would 
have been far greater if the exchange banks had treated Indian 
and European traders alike and had given the Indians anything 
like the generous facilities which might have been expected from 
national exchange banks for the development and expansion of 
their activities 

8 The problem arising out of these circumstances is in my 
opinion, a grave one, and such as may demand of the Committee 
their special recommendations for removing the existing handi- 
caps with the object of increasing the share of Indians in the 
country’s foreign trade It becomes graver still when viewed in 
the light of the facts that the foreign banks have been strengthen- 
ing themselves and the foreign commercial interests without 'due 
regard to the effects on national banking and economy I shall 
make an endeavour to examine these points for the purpose of 
bunging out such implications as have a direct bearing on our 
problem 

9 The first of these points necessarily raises a question with 
regard to the nature of foreign trade and foreign exchange bank- 
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ing The majoiity have dehued the fiuaucing of foreign txade as 
consisting of two paits 

“ (1) the financing fioni the Indian poit to the foieign poit 
01 vice versa, and 

(2) the financing fioin or to the Indian port to oi fioin the 
up countiy distributing or collecting centre ” 

10. Evidently the piactice of foieign banks as prevailing in 
India includes both, but this is not accepted as a necessaiy func- 
tion of banks financing foreign trade In describing the functions 
of foieign banks in India the majority have stated in paiagraph 39 
that “ they also play some pait in the financing of inland trade, 
mainly on account of goods oi produce in transit prioi to export 
or immediately subsequent to import ” The majoiitj'- have not 
questioned the piopriety of such collateral operations of exchange 
banks in regaid to the financing of actual exports and impoits, 
nor have they examined, much less appreciated, the harmful 
efi’ects that might result from the continued petformance of the^e 
subsidiary functions by the foieign exchange banks The danger 
arises out of the fact that if we allow foreign trade to extend 
beyond the poit-to-port movements to the distributing or col- 
lecting centies up-country, the distinction betveen the financing 
of internal tiade movement ami the financing of foieign trade will 
tend to disappeai , and foieign banks might well prove a serious 
menace to the development of national banking As a matter of 
fact the Punjab Committee refer to the practice of the exchange 
banks in that province financing the textile imports right down 
to the consumer (Paia 106) The finance of foreign trade seems 
in theory and in practice to be confined to the port-to-poit move- 
ments As Mr Spalding has pointed out,*" the exchange bankei 
comes on the scene as legaids expoit only at the time of shipment 
Siinilailj' as legaids impoits the exchange bankei would A-anish 
fiom the scene as soon as he has bi ought the documents to the 
port and handed them ovei to the importer This view is also 
supported by Mi P B Whalet who says that the financing of 
foreign trade by banks in Germany followed the practice of Eng- 
lish bankers and consisted in financing exports for the interval 
between the shipment of goods and the aiiival of the purchasei’a 
remittance, and in financing imports by opening credits, against 
which the foreign exporter draws drafts 

11 In this connection the proceedings of the ‘ International 
Conference on the Treatment of Foreigners ’ held m Pans in 1929 
will be found instructive It was theie claimed that there should 
be no restiiction on the movements and activities of foieigners 
in so far as thev aie connected with the requirements of inter- 
national commerce In the course of the discussion it was accepted 
that the right of international commerce would not npplv to the 
retail trade or hawking and peddling and that everv nation could 

* " Finance Of Foreign Trade ” 
t “ Joint Stock Banking in Germany/’ page 83 
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reseive to its own nationals tliese subsidiaiy tiades In otliei 
woidsj international tiade and commerce would be concerned only 
with the import and espoit of merchandise between port and poit 
but not to the distribution of imports into the interior or the 
collection of the exports from the interior 

12 The practice of foreign exchange banks in other countries 
IS also significant in this lespect In almost all countiies foieign 
banks are confined to the chief fiinancial centres like Pans and 
Berlin oi to the port towns as in Egypt, Australia, Brazil and 
Aigentine In their advertisements the banks also point out that 
their branches are established at all important ports and have 
correspondents throughout the world They do not generally claim 
to have branches at inland centres The Yokohama Specie Bank 
has forty foreign blanches, ail in port towns The Guaranty 
Trusi Co of New York has branches only in London, Liverpool, 
Pans, Havre, Biussels find Antwerp The Comptoir National 
Erance has several brarnches in England, Belgium, Australia, 
India, and Egypt, but all at the ports All foreign exchange banks 
have adopted this practice and have carried on their work in 
the inteiior through agents or correspondents 

13 The encroachment of the formidable foreign banks beyond 
the lequiiements of foieign trade finance as explained above 
restricts the scope for expansion of indigenous banks They have 
been cariymg on business in India long befoie the Indian banks 
were established, and this fact, coupled with then vast lesources, 
enormous influence, and valuable goodwill, have placed them in 
a dominating position over the indigenous institutions The latter 
having had no time noi oppoitunity to develop, have been rathei 
haid hit by the unequal competition wuth them both in the poit 
towns and in the up-country centres, wheie the latter have got 
their branches As I wall show^ presently the foreign Exchange 
Banks together with the Allahabad Bank have been able to gather 
nearly 80 crores of deposits as against the same amount in the 
case of the Imperial Bank and 55 crores in that of the Indian 
Banks I do not deny that the Exchange Banks have been able to 
attract this huge amount of deposits even though they pay in- 
terest at a lower rate' than the Indian banks, but this cheaper 
money enables the former to compete with the latter so fai as 
inland business is concerned The majority seem to have agreed 
with > the contention of the Exchange banks that there is not 
much competition between them and the Indian Joint Stock Banks 
and the statement furnished by the Exchange banks and punted 
in para 455 indicating the location of branches of Exchange 
Banks has been used to show that the number of such up-country 
branches of Exchange Banks is not large But whether the number 
is laige or small, it admits of little doubt that the foreign banks 
in these places do compete with the indigenous banks of the respec- 
tne centres That there are sufficient number of Indian banks 
in these places is also a matter which can be veiified from the 
“ Statistical Tables relating to Banks in India ” and these banks 
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have been deprived of much of the business of financing local 
trade and the tiade between these centres and the ports 

14 The leport of the majoiity gives in paia 4G6 a statement 
showing the growth of deposits of banks in India, and concludes 
that there has been no change in the respective shares of the 
Imperial Bank, the Exchange Banks and the Indian Banks As 
the Allahabad Bank is included among Indian Banks, I must 
point out that this statement is not one on which to base such 
conclusion I give below a statement including the Allahabad 
Bank deposits among those of the Exchange Banks 

Reconstructed, table ^nclud^ng Allahabad Bant among Exchange 

Bants 



Impel lal 
Bank 

Foieisfn 

Banks 

Indian 

Banks 

1920 

8,705 

7,481 

7,348 

1921 

7,2oS 

8,573 

7,063 

1922 

7,116 

8,442 

5,398 

1923 

8,276 

7,937 

3 676 

1924 

8,421 

7 939 

4,594 

1925 

8,330 

8,000 

4,846 

1926 

8,035 

8,160 

5,309 

1927 

7,927 

6,913 

5,403 

1928 

7,925 

8,233 

5,516 


15 It will be noted from the above table that the deposits of 
Indian Banks have come down from 70 63 ciores m 1921 to 
55 16 ciores in 1928, while exchange banks have been able to 
maintain their deposits very neaily, the figures being 85 73 crores 
and 82 33 crores respectively It is true that there was a big 
shrinkage of deposits in 1921 and 1922 following the deflation, 
after the War but even then the result of the decade’s operations 
has been decidedly in favour of foreign banks Even if due 
allowance be made for the shrinkage in deposits due to the failure 
of some banks during the period for which figures are given, it 
IS not correct, to hold with the foreign expeits, that there has 
been no disproportionate growth of deposits of these types of 
banks On the other hand, the inciease in deposits of the Allaha- 
bad Bank from 9,35 lakhs in 1920 to 11,19 lakhs in 1928 is itself 
a sign of the movement of funds and this may become an induce- 
ment to some other Indian banks in the future to seek amalgama- 
tion with the British banks 

16 I cannot agree with the contention of the maioiity in 
para 463 that it is not “ a correct interpretation of the speech 
of Mr Beaumont-Pease that the Indian branches of the Exchange 
Banks are not drawing on their head offices outside India but have 
more than enough funds from India itself ” In this connection 
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the majority have given a statement of the assets and liahiiitios 
of foreign banks in India I give belo-n the figures separately 
for British and noii-British Banks. — 

Detatled statement of 'position of British and non-Bntish Exchange 
Banks’ Deposits and Advances in India 
Current Accounts and Call money In crores of Rupees 

Nou-Indian — 

British Banks . 13 

Other Banks 2 15 


Indian — 

British Banks . 17 

Other Banks .2 19 34 


Fixed and short deposits 
Non-Indian — 

British Banks 9 

Other Banks 3 12 


Indian — 

British Banks 
Other Banks 

Outstanding Loans, etc , 
outside India 
British Banks 
Other Banks 


Total non-Indian Deposits 
Total Indian Deposits 

Advances in India 
Non-Indian — 

British Banks 
Other Banks 

Indian — 

British Banks 
Other Bonks 

Investments in securities, etc. 

British Banks 
Other Banks 

Bills of Exchange in Transit. 

British Banks 
Other Banlcs 

Cash and other assets 
British Banks 
Other Banlcs 


M\JOKITT REPORT 


18 

2 20 32 


16 

6 22 22 

Total . 88 crores 

. 27 crores 

. 39 crores 


11 

4 16 


26 

6 81 46 


24 

2 26 26 


7 

3 10 10 
f 

6 

16 6 


Total . 88 crores. 

2n 
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17 It will be seen that the Biitisb Banks have not bonowed 
jn London oi elsewhere foi tbeir operations in India Thongk 
they baT6 loans, etc , outstanding abroad to tlie extent of 16 crores, 
they bold securities foi 24 crores in India In otbei woids, the 
foreign loans really repiesent investment of foreigners m Indian 
Treasury Bills In the case of non-Britisb Banks on the other 
hand the foreign loans amount to six croies while the value of 
their security investment is only tvo croies, that is, they use 
about four crores of then own money in India, while the Biitish 
Banks have laige amounts of unusable deposits which have led 
them to invest as much as eight croies in Treasury Bills It is 
evident, theiefoie, that on balance the British banks do not havQ 
to bring money from abroad 

18 The figures also indicate a dilference in the piactice of 
Biitish and non-British banks The foinier have invested seven 
crores of Indian deposits foi buying bills of exchange but non- 
Biitish banks use thiee cioies of their own money for the same 
puipose In othei woids, Biitish banks with deposits of Rs 57 
crores, have advanced 37 crores in India and maintain cash and 
othei assets 5 crores, having invested the balance in securities 
and bills of exchange The non-Bntish banks with deposits of 
nine crores have lent the whole of it in the country 

19 The dominant position of the foieign banks has been uti- 
lised not only to advance the interests of their nationals but also 
to fostei other subsidiary foreign interests in India Bor 
example, Indian Insurance Companies have received very 
little encouragement fiom the Exchange Banks in their progiess 
By insisting on their customeis obtaining their policies from non- 
Indian insurance companies they have piactically shut out the 
Indian companies fiom this business Definite instances were 
placed before the Committee in support of this complaint 

20 I have so far endeavouied to show how the foreign exchange 
banks in this country are conducting then operations vithout a 
proper regard for our national interests The non-national out- 
look maintained by these banks has hindered to a great extent 
the development of monetary organisations of the country Tins 
IS clearly borne out by their lukewaim support and even opposi- 
tion to any scheme of banking development and thfeir pronounced 
lack of sympathy towards anything Indian I am aware of the 
claims that are often made in regard to the services rendered to India 
by the British Exchange Banks But I am soiiy that I cannot 
agree to this evaluation of their operations It is iiiie that 
Indian foreign trade has been financed by^ them , but it is also 
true that this was done mainlv because these banks wanted to 
finance the movement of the necessary Indian law pioduce to 
England and to help the marketing of British goods in India This 
pio-Biitish featuie of their operations was appareiitlv so marked 
that other countries found that foi marketing their goods and buv- 
ing their own requirements of Indian produce, it was essential 
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that their o^vn banks should be established here and that it was 
unwise to leave their interests to be looked after by British banks 

21 If these banks were really serving the interests of India, their 
attitude towards Indian traders and Indian banking would have been 
quite different from what it has actually been In this connec- 
tion I should first refer to the overshadowing importance of these 
foreign banks in our country The position which they occupy 
in the Indian banking system far outweighs that which foreign 
banks occupy in other countries and they have not failed to take 
full advantage of this favourable position to prevent a proper re- 
organisation of the money market in India 

Time and again they have opposed measures in this direction, 
as such organisation would not only diminish their prestige but 
also decrease considerablv their domination of the market They 
opposed the first Central Bank proposal of 1900 with such vehemence 
that even the Government of India was forced to protest against 
their attitude In 1904 they again opposed the proposal to allow 
the Presidency Banks to borrow in London to relieve monetary 
stringency in India Their opposition continued till the appoint- 
ment of the Chamberlain Commission in 1913 and persisted in an 
•acute form even up to 1920 when the Imperial Bank Act was 
passed, debarring the bank fiom transacting exchange business. 
It was carried even before the Hilton Young Commission when 
they stated that they did not care much whether there was a 
Central Bank or not * 

22 Their indifference towards Indian interests is also shown 
in their attitude towards Indian Banks There have been a 
number of bankers and monetaiy ciisis during the last three or four 
decades, and I do not know of their having rendered timely 
assistance even to a single Indian bank It was, on the other 
hand, pointed out by the Government of India in then despatch 
to the Secretary of State, dated 3id December 1900, that they 
frankly prepared to let a crisis come though happily it was 
averted As Mr Pochkhanawala has observed in his written 
evidence to the Committee, “ most of the foreign Exchange Banks 
do receive deposits from Indian indigenous banks, but they would 
not lend them a lupee without security, though amongst themselves 
they do large lending business on credit They combine at every 
-opportunity even against first class indigenous banks and by with- 
dra-wing, at the spread of any and every lumour, credit facilities 
in the matter of purchasing of drafts and telegraphic transfers, they 
jeopardise the position of the indigenous banks and lower then 
prestige in the eyes of the investing public and the brokers ” 

23 I should also refer in this connection to the fact that the 
foreign banks in India have by the nature of their operations 
retarded the development of a discount market in this country 

- Generally speaking, import bills pass off into the hands of banks 
after acceptance In India, similailv, import bills, if drawn in 

* For all this information I may refer to Mr Easter’s hook “ The 
Imperial Banks 


2n2 
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iitpees, could liave been absoibed by local baiikeis oi the discount" 
market if it "weie allowed to de"velop Even vlien tlie bills aie 
diawn in steiling as at jiresent, tbe escliange banks, if tbey bad 
been so inclined, could ba^e devised suitable ariangements for 
placing tbein in a discount maiket Instead of tins, tbe foreign, 
banks bave been letaining in tbeir own bands tbe bills wliicb 
should bave gone to a discount maiket, — tbis in turn, calling for 
large deposits to finance tbem It is nov contended bv tbe 
Exchange Banks that these bills are in veiy small amounts and 
aie of no use for a discount maiket It is difficult to concede such 
an aigument in tbe light of certain patent facts If tbe exchange 
banks can lend as much as 30 cioies to Indians on then local 
advances, including advances against impoit bills, in spite of 
tbe bills being in small amounts, suiely a discount maiket could’ 
do tbe same and if it wanted to boirow on tbem it might redis- 
count tbem in parcels to make up sufficiently large amounts It 
is not, therefore, tbe size of tbe bill^ which stood in tbe way of 
the creation of a discount market in India but tbe leluctance of 
tbe banks to part with tbe piofits of this business 

24 Still anotbei instance of tbe apatbv of these foieign banks 
towaids Indian inteiests is to be found in tbe matter of appointing 
Indians in tbe supeiioi grades of tbeir seivice Tbe majoiity have 
accepted two definite conclusions on this point, viz — 

(^) that it IS sui prising that tbiDugb half a century tbe foreign 
banks bave not found one Indian whom tbev coiud 
appoint to a supeiior post and {n) that tbe attitude of 
Eiuopeau Officers towards tbe Indian Staff has been a 
subject of criticism This has led tbem to suggset that 
these banks should adopt a system of piobationeis on 
tbe model of tbe Imperial Bank of India In view of 
tbe benefits tbey deiive fiom tbe use of Indian deposits, 
I tbmk tbe Government should in'^i'^t on then tiaining 
a suitable number of Indians foi employment in tbe 
superior grades 

25 It IS claimed that tbe appointment of staff is a matter to 
be deieimined by tbe sbareboldeis This contention is not tenable 
for seveial reasons In the fiist place, it can baldly be denied 
that unless tbeie was some special reason, tbe sbaieboldeis would 
not inteifeie in this mattei Secondly, it can no longei be con- 
tended that Indians aie temp ei amen tally unfit foi banking Apait 
fioni oui ancient banking traditions we have pio\ed ouiselyes 
capable of running such institutions on tbe Euiopean model even 
without tbe help of foieigneis Tbiidly if the presput piactice 
IS defended on tbe score of political consideiations tbe same 
political consideiations should impel us to demand a change 
Eouitbly, past lecords do not justify tbe assumjition that Indians 
are less trustwortliy tban Euiopeans Lastly, tbe aio>nment that 
superioi officeis should be piepared foi woild-vide soiyice cannot 
be accepted as tbe appointment of local men and tbe habit of 
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lelying on them would i educe the number of general service meil 
required and thus considerably i educe overhead charges 

26 These in brief are the pioblems confronting us, namely 
fiist, that the Indian exporteis and impoiters aie seiiously handi- 
capped by the step-moth erlj'- tieatment of the foieign banks , 
secondly, that our general economic development is being jeojiai- 
dised by then piesent mode of ojierations, and thiidly, that these 
aie matters in which oui nationals do not receive due encouiage- 
ment The situation demands immediate inteivention by the 
Government particularly as these foieign banks are now holding a 
predominant position in the banking woild of India 

27 The majority have referied to the treatment of non-national 
banks in othei countries They have found the licensing system 
fairty common and have suggested its adoption in India, but the 
teims of the license proposed by them fail to touch the leal diffi- 
cultj^ Cuiiously enough, while they note that there are vaiious 
restrictions on non-national banks in other countries, they have 
suggested leciprocal tieatment on the basis of these restrictions 
instead of finding out the rationale of then existence and applying 
the leasoning to India The Indian pioblem is a peculiar one 
and therefoie calls for peculiar measures and it is unnecessary ta 
quote piecedents to justify them Our problem is how to gi\e 
the Indian banks a fair field for development and extension by 
confining the foreign banks to their propei sphere in the poit towns; 
and the measures proposed should be designed to accomplish this 
purpose 

28 I think that unless the Government takes an active interest 
in these matteis, it is not likely that the exchange banks will 
willingly submit to anjy pioposal to change their methods of opeia- 
tion 01 their policy in consonance with our economic interests. 
But it would be futile to leave the matter of such national import- 
ance entiiely to the discretion of the foieiqn banks, and to be 
content with making certain recommendations to them to change 
their policy, having no obligatoiy sanction behind them 

29 As proposed by the majority the purpose of the license is 
to legulate the futuie entiy of foreign banks and m the case of 
existing banks it will be only a formal procedure A license to 
have any meaning, must entail ceitain obljgations, faiiuie to cany 
out wluch, would be penalised bv its cancellation Apart fiom the 
submission of some statements the majoiit^'- have suggested no 
obligations and this as well as the recipiocal treatment proposed 
by them could well be enforced Avithout any licensing at all In 
my opinion the conditions of the license should be moie specific 
and effective and should include the following — 

(1) They (the foreign exchange banks) should confine them- 

selves to poit tovns and mainly to foreign trade 
finance They should not open any new blanches in 
the interior 

(2) They should transact only such inland business as (a) 

making and taking temporal y loans to and from banks. 
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(6) advancing against goods in poit towns awaiting 
expoit 01 movement into tlie interior, (c) investnient in 
secniities to the extent necessary to keep a liq.nid posi- 
tion and {d) accepting deposits from the public 

(3) They should obseive the conditions of the Indian Bank Act 

in so far as they are applicable to them 

(4) They should submit to the licensing authority duly 

audited balance sheets repoits, returns, etc , of their 
Indian business in such forms as may be presciibed 

(5) They should submit to the same authority quarteily reports 

of then business transacted with Indian and non- 
Indian clients in such form as may be prescribed by 
the Reseive Bank from which it may be possible to 
decide whether theie aie grounds foi complaints of 
disciimmation against Indian clients oi interests 

(6) They should make suitable provision for the tiaining and 

employment of Indians in the snperioi giadea of sei vices, 
to the satisfaction of the licensing anthoiity 

(7) They should distxibute msuiance business between Indian 

and non-Indian companies in accoi dance with the ar- 
rangement suggested in paia 34 of this note 

(8) They should have Advisory Boards at each branch, with a 

majority of Indian mei chants and businessmen 

(0) They should not purchase shaies in any Indian hank 
without the previous permission of the Reserve Bank 

(10) The licences will be issued for a period of five yeais and 
will noimally be renewed But if tbe licensing author- 
ity is convinced that a foreign hank is acting contrary 
to the policy of the Reserve Bank or against the general 
national interest, or has violated any of the conditions 
of tbe license, it may he cancelled after giving due 
notice to the bank. 

30 I am aware that the raajoiity of the Committee have 
accepted the piinciples undei lying some of the terms suggested 
by me, but they have been content with making recommendations 
to the Exchange Banks to caiiy them out It is possible that the 
Government may establish a convention with the Exchange Banks 
legarding some of the teims and to that extent they need not he 
included specifically m the licence But if they fail to establish 
such a convention the teims suggested will have to he enfoiced 
by a licence 

p I am aware that my pioposed terms foi the licence will 
evoke a protest on a question of principle, that these involve dis- 
ci nnination against non-Indian banks I would point out, how- 
ei ei , tbat tbe restrictions on tlie Exchange Banks are not proposed 
in a spirit o, lacial disciimmation but aie the minimum necessary 
to ensme the ordered development of Indian hanking, and they 
are not calculated to inflict any haidship on the foreign hanks 
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Discrimination in tins sense against foreign banks is now moie 
or less common even among tbe commercially advanced countries 
It may be legal as in the TTnited States^ or conventional as in th6 
United Kingdom In the United States of America the law 
piohibits the establishment of branches of foieign banks who have 
thus to organise subsidiary local companies foi the purpose, oi do 
mere agency woik, while in the United Kingdom thfe Bank of 
England by insisting on a Biitish acceptance for making bills 
eligible foi le-discount has effectively pi evented foieign banks 
fiom bon owing in the London market In countries where there 
is no discrimination legal or otheiwise, there is the national 
sentiment working against them In fact, international iivaliy, 
lealousy and diplomacy apply as much to banks as to other 
spheres of national expansion and development Examples of 
these restrictions and special taxation regulations are given in the 
appendix to the report but it is essential to add that some of these 
restrictions have secondary effects on the working of foreign banks 
am' that some restrictions obtain in practice though not in law 
In the few countiies, where theie is no such lestiiction oi discri- 
mination, it IS because the local banks aie so powerful and oiganised 
that they have not required such piotection 

32 I will now proceed to give my reasons for intioducing some 
of the terms in the license — 

The restriction to port towns is necessaiT for the development of 
existing Indian banks and for the promotion and successful 
woikine of new ones Moreover the Exchange Banks being mainly 
confined to port towns will have to utilise the services of these 
banks for then business in the inteiior and this will strengthen the 
position of the latter It may be reasonable to claim that the 
operations of the foieign banks even at the port towns should be 
confined to purely foreign exchange business But in view of the 
fact that they have been transacting other connected business in 
the past, I consider it advisable to allow them to continue conduct- 
ing such operations so that they may not be severely handicapped 
It has also been suggested that the existing up-couTitry blanches 
should be closed within a specified period While I consider the 
suggestion not unreasonable in view of what has been stated above, 
T do not believe it will be necessary to go so fai at the present 
moment, if all the other suggestions are adopted Moreover, with 
the change in the political atmosphere and the geneial environment 
in which these banks will have to work, I believe such action will not 
be necessary But if at any futme time the Keserve Bank oi the 
Government is satisfied that the closing of these branches is abso- 
lutely necessary for the development of Indian banks, the licensing 
authority will take suitable action 

33 The ina 3 ority’s suggestion to the Exchange Banks to adopt 
a scheme of probationers does nbt^go far enough T would refer 
to the practice in Italy, where foreign banks can hardly appoint 
their own nationals managers of local offices In Turkey, there 
jS a provision that half the superior officers of foreign banks should 
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be Turks I might also refer to the Intel national Conference on 
the Treatment of Toieigners, which contemplated that only one or 
two foreigners could be imported into any country as manager, 
etc , of foreign concerns I think, therefore, that a suitable scheme 
on similar lines should be adopted bi- winch a sufficient number 
of Indians may be appointed to the superior giades in these banks 
in a reasonable time 

34 In regard to the distribution of insurance aS proposed in 
clause (7), I think, it is a matter of sufficient importance to be 
specifically provided for among the conditions of the license. In 
oui discussion with the foieign experts it was brought out that 
in almost all countries one half of the insurance on foreign trade 
was done with national companies There is no reason why the 
foreign banks should not allow Indian expoiters to give policies of 
Indian companies TTlieie the banks themselves insure the busi- 
ness, I think it IS but proper they should find it piacticable to 
pationise Indian companies, as most of this business for stoied 
goods 01 inland business which a national goieinment voiild 
leseive to local companies I would, theiefore, suggest that tlie 
proper allocation of insuiance bu‘?iness betveen Indian and non- 
Indian companies should be settled bv a meeting of representatives 
of the banks and the associations of Indian insuiance companies 
But if thev cannot come to an agreement, the Government will 
have to step in and aihitiate 

34A I have refeired already to the loss to Indian banking 
arising out of the acquisition of the Allahabad Bank by outside 
interests I think that, at least so far as the future is concerned, 
we should provide against such contingency '^hile public opinion 
could in most cases exeit itself in tune to present it, and it might 
plausibly be argued that this is a matter for the sbareholders to 
decide, I am of opinion {hat the wider inteiests of the nation 
reqiiiie that the controlling interest of Indian hanks should not 
he allowed to pass to non-nationals I mar also mention that the 
public m India knew of the acquisition of the Allahabad Bank 
bv the P & 0 Banking Corporation only after it was an accom- 
plished fact So far as its le-acquisition is concerned I discuss 
it separately in paras. 40 and 41 

34B I have referred to the necessity to vest the licensing 
authonty with power to cancel the license of a bank in certain 
cases This is not intended to be an arbitrary power to curtail 
Buccessful competition of individual banks or their liberty to 
transact tbe ty^e of business, which thev would handle It is 
meant to he put in operation only when wider issnes aie involved 
I have given examples to show 'when it may be considered that 
such action is called for The foreign hanks will have to work m 
co-opeiation with the Reserve Bank and in consonance with oiir 
national economic policy. Moreover, it will be the business of 
the licensing authoiitv to see that the foreign banks do not o-ive 
room for such complaints as axe now made, c g , that thev do^'not 
give Indian traders adequate facilities It will, therefore, be 
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seen that the licensing system is pioposed chiefly to ensnie that 
the banking institutions in India may woik in a spirit of goodwill 
and co-opeiation and be fiee from the bitterness and contioveisies 
now prevalent in the country, which, if allowed to continue, 
cannot but result in loss of business to the foreign banks 

35 The majority are of opinion that some of the terms and 
conditions of the license suggested by me would amount to dis- 
crimination and that it w'ould not be expedient to adopt such 
measures I maj’- point out that effective disci imination can be 
hidden even under a cloak of lustice It was endorsed by th.e 
International Conference on the treatment of foreigners that the 
foreign institutions in any country would have to abide by any 
new' measures apjilicable under the same conditions to national 
companies The Exchange Banks also admitted that they would 
be prepared to abide by any such common regulations Supposing 
it was enacted that no bank in India should employ more than 
balf its superior staff from foreigners, to provide against policies 
adopted by say, the Imperial Bank of India and the Bank of 
India, would not this hit the foreign banks without involving 
discrimination? Supposing that it was proposed that five years 
after the starting of the Reseive Bank, it shall have power to 
declare, after due enquiry, that certam branches were unnecessary 
at ceitain towms and to call on the bank concerned to close the 
branches, would this not be effective discrimination? I am per- 
sonally against such underhand discrimination If it is considered 
wrong that the foreign banks should conduct their operations in 
a particular w'ay I think it is far better to have it understood 
and legislate against it in an open manner 

36 The majority suggest that such legislation might evoke 
retaliatory measures against Indian banks and bankers in other 
countries and quote the case of Burma I would point out that 
we aie not suggesting any action against individual foreigneis 
in India but against foreign banks All banks in Burma are in 
the port towns and I do not think our restrictive action in India 
can justify their being diiven out of the port towns in Buima. 
So fai as the suggestion about Chettyais is concerned they are 
individuals and no lestriction on their liberty could be justified on 
the basis of restrictions in India on banlting corporations But 
if Burma is separated and the Burmans feel that for the develop- 
ment of their own institutions Indian banks should be put under 
such restiiction I would not object to it 

37 The majority have suggested that any restrictions on the 
foreign banks should be on the basis of “ reciprocity ” This 
is a much misused term, due perhaps to a failure to recognise its 
true inipoit Reciprocity is defined in the Encyclopaedia Britan- 
nica (14th Edition) as “ The condition or state of being reciprocal, 
i e , where there is give and take, mutual influence or corresfondence 
between the two parties, persons or things In a more particular 
sense leciprocity is a special arrangement between two nations 
under which the citizens of each obtain advantages or 'privileges 
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111 then tiading lelations with the othei ” Judged hy this defmi- 
tiou, theie can he no leal lecipiocity between India and any of 
ti'e othei advanced nations As in oui banking organisation, so 
in all spheies ef aciivily ue aie behind all the otheis “ lleci- 
piocity in oui case, tbeiefoie, can only mean giving away to 
otheis the nniestiicted right of exploitation without any com- 
pensating advantage being leceiied by oui couniiy Hecipiocit^ 
means “ give and take ”, Init foi us theie can be no “ give and 
take”, foi while we aie in a position to “give ” as fieely as we 
like (oi even do not like), we aie so heavily liandicapped in legaid 
to taJang caie of ouisehes in oui own counti}', that wo ha%e not 
the iiowei oi capacity' to “take” anything fiom otheis Reci- 
jiiocity means “ mutual influence ” but wdiilc otheis can and do 
influence us veiy much to oui di^adi outage, we aie unable to 
influence matteis in oui own favoiii even in our own countr\ , 
much less can w'e hope to exeit influence elsewhoie Recipiocity 
means “ coiiespoiulence between tlie tw'o paities but theie is 
absolutely no coiiesjiondence between us and the otbei nations who 
lay claim to lecipiocity lieie Rccipiocit\ is a special aiiauiiement 
between two nations foi the gi anting oi advantageous tiade lela- 
tions to eacli othei But it is impossible to see what advantages 
can acciue to anj’- Indian bank in foieign countnes in return foi 
foieign banks being allowed uncontiolled domination in India "We 
aie giving to these banks the leal privilege of doing business in 
India, both at the poits and in the inteiioi, and to tiaiisact anv 
and eveiy ioim of banking business, lesiilting in a pioflt to them 
of moie than one cioie per annum, yet wo aie supposed by reci- 
procity to have the same lights in England and othei countries, 
what aie the possibilities of any Indian bank entoiiiig a foieign 
countiy and competing in its inland business "Wlicn they are 
unable to compete in India even with the smallest foieign bank, 
what aie then chances of competing with the “ Big fl’ce ” in 
England, the huge banking tiusts in Ameiica, the “ E ” Banks 
in Geimany oi the gieat Eiench banks ^ 

38 It IS to my mind veiy clear that theie is no chance of anj’ 
lecipiocity between us and others at present When we aie 
masieis in oui liouse, wdicii we liave a chain of banks, some 
of which at least may coinpaie with the biggei institutions of other 
countnes, when oui citi/ens occupy as important a place m othei 
countnes as foieigneis do in India, then and only then can we 
senously consider the teinis of lecipiocal relations The foieign 
banks have already established themselves heie and they may say 
“;^ou may also come and establish yoiiiself in oui countiy” 
Such an offei of lecipiocity in the existing unequal conditions 
can be nothing but mockery 

39 Accoiding to the teims of the license proposed by me, 
foieign banlcs may continue to leceive denosits in India The 
maiority have come to the conclusion that legislative measuie foi 
restiicting the leceipt of deposits by exchange banks aie not 
immediately called foi W^hile not agreeing with the arguments 
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adduced in this regaid I do not dissent fioin then conclusion as 
L hope that conditions necessitating such a diaatic couise of action 
uill not arise 

40 I now come to the complicated pioblem of the Allahabad 
Bank It appeals that not veiy long ago, there weie three Indian 
Directois out of seven on that bank but by the continuous pur- 
chase of the Indian holdings theie is now only one Indian Directoi 
and the entire management has passed into foieign hands As 
most of the shaies are held by the P & 0 Banking Corporation, 
over which the Chaiteied Bank has acquired the controllmg 
inteiest, the Allahabad Bank is in effect a foreign bank Unless 
its management is again transfeiied fiom foreign contiol to 
Indian hands, the tiictions legaiding opeiations of foreign banks 
would become ineffective as they could utilise the Allahabad 
Bank foi extending into the interior of the countiy The 
Charteied Bank or the P & 0 Banking Coipoiation should, 
therefoie, be persuaded to arrange within a period of five yeais 
to dispose of its shaies to the Indian public This may be 
done in one of two w’^ays Eithei the shares may be sold off in 
small lots in the market oi a new company may be foimed to 
take ovei the assets and liabilities ol the bank In the former 
case theie is bound to be undue fluctuations in the value of the 
shaies accoiding as it is the Bank that has to sell oi it is the 
public that has to buy If a new' company is piomoted, it could 
have a propei valuation made of the shaies to be disposed of 
Poi example on the basis of the balance sheet as of June 1930, 
the value of the concern would be about Rs 90 lakhs, which 
coi responds veiy neailj* to the share quotation of the bank It 
is necessary that the Government should take the initiative in 
creating the new company and in negotiating foi the acquisition 
of the bank The foieign holdings in it were acquired by 
purchase at a market value and what is proposed is to reverse 
the action and let the shares go back to Indians The ma]ority 
claim that this would be an act of expropriation, but I think that 
there is nothing inherently wiong in acquiiing such an institution 
in the national interest so long as proper consideration is paid 
to the parties concerned 

41 I liave not oveiloolced the recommendation in paia 689 

of the Majointy Report that every existing Indian bank should 
have a 1110301 ity of Indian directors So long as the controlling 
interest in the shareholding remains in foieign hands the caiiv- 
ing out of this lecommendation would only be in the letter and 
not in the spirit ' 

42 I have so far made an endeavour to consider the methods by 
which it should be possible to regulate the monopoly power of the 
foreign banks in the interest of Indian trade and banking Such 
regulation as I have proposed in the preceding paragraphs would 
undoubtedly remove some handicaps which now retard the develop- 
ment of our participation in foreign trade as well as our internal 
banking But these would not furnish a complete solution of our 
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pioblem for, as tlie iiia]ority liave coirectlv stated in paragiapli 
481, “ it IS not desiiable tliat India should rely for all time on 
the facilities afforded by non-Indian Institutions foi the financing 
of her foieign tiade The maiority have, therefore, proposed 
the establishment of an Indian Exeharge Bank, but the manner 
of their lecommendations in favour of such an institution makes 
it impossible for me to agree with them W^hile favouring the 
establishment of a separate Indian institution later on, they would 
fiist like to tiy the expeiiment of “ inducing ” the Impel lal Bank 
to take an active shaie ” in the business I cannot accept as 
sound the proposal to make the Imperial Bank, the official Indian 
Exchange Bank, with all the privileges and status that the latter 
is proposed to be endowed with Of course no one can have any 
objection to the Imperial Bank taking to exchange business, after 
the Eeseive Bank is established, but if it so decides, it should do it 
on its own initiative and responsibility, and no special concession 
need be made to the bank for this purpose But I cannot contem- 
plate the transfoimation of the Imperial Bank into the Indian 
Exchange Bank for the reasons stated below — 

(1) I think that the aigument which weighed with the Hilton 

Toung Commission when they opposed the proposal of 
con veiling the Imperial Bank of India into the full- 
fledged Central Bank of the country holds as good in 
this connection The experience and the lesources of 
the Impel lal Bank of India, should, in my opinion, be 
utilised for the expansion of banking facilities within 
the country and it is not desiiable that pait of this 
should be di veiled towards the business of financing 
foreign tiade especially vhen its existing resources are 
most likely to be consideiably i educed on account of 
the withdiawal of deposits by Governments, public 
bodies and dealing Houses 

(2) The shares of the Imperial Bank are held, to the extent 

of moie than half by non-Tndians, as it is shown in the 
supplemental y answeis by Mi MacDonald Thus even 
if the Bank agiees to the condition suggested bv the 
majority as to the 75 per cent of the Diiectois on the 
Local Boards and a majority of those on the Cential 
Boaid being Indian, theie would still remain the objec- 
tion that the major portion of the profits would pass 
into the hands of non-Indians I do not see now the 
majority can reconcile their “definite conclusion”, 
“ that it is not desirable that India should rely for all 
time on the facilities afforded by non-Indian institutions 
foi the financing of hei foreign tiade ” (paia 481) with 
the proposal of making the Imperial Bank, having a 
majoiity of non-Indian shareholders, the official Indian 
Exchange Bank 

(3) The lesponsible positions in the Impeiial Bank of India 
aie filled by Europeans and even if the majority’s le- 
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commendation is adopted regarding stopping of fuitlier 
leciuitment of non-Indians, I tliink it will be a long 
time befoie Indians come to occupy sucb. responsible 
positions, particularly in the Piesidency and other poit 
towns, wbeie the exchange business is handled The 
attitude of the bank during all this time may be no moie 
sympathetic than that of the foieign exchange banks 

(4) If the Imperial Bank should be given the sole agency of 

Government business, as proposed by the majority and 
endowed with the status and special facilities pioposed 
for the official Indian Exchange Bank, it will be im- 
possible for any Indian bank to compete with it to any 
extent It might even be reasonable to fear that the 
banking business in India may become the monopoly 
of the Impel lal Bank 

(5) I am not quite suie whether the Imperial Bank will 

agiee to enter the exchange field under the conditions 
pioposed bj' the majority, especially because it would 
involve it in effective competition with the foreign 
banks The whole scheme therefore might prove 
illusoiy 

43 Por these reasons I do not think that we would be justified 
in wasting any time in negotiating with the Imperial Bank The 
Indian Exchange Bank should be started as soon as possible and 
for several reasons it will be better to start it immediately after the 
establishment of the Bescrve Bank In the first place, when the 
Reserve Bank is started, the Indian Banks will feel more confident 
about investing some part of their lesouices in the shares of the 
Indian Exchange Bank Secondly, the Bank’s operations would 
require the use of the suggested facilities from the Reserve Bank 
Thirdly, the Bank’s status in foreign countiies vill be greater, if it 
IS known that it is working in co-operation with the Reserve Bank 
and IS its official agent 

43A I have explained whj'- I do not agree with the majoritj' 
1 ecommendation to make the Imperial Bank the official Indian 
Exchange Bank Apart from this aspect of the problem, theie is 
the more fundamental one as to whethei the Bank, as at present 
managed, can be allowed to continue to enjoy the privileges and 
status of sole and even Chief Agent of the Government oi of the 
Reserve Bank, with or without a charter In view of the import- 
ance of the question from the national point of view, I append, as 
Aimexure B, a note on this subject 

44 So far as the scheme of the Bank is concerned, I am unable 
"to agree with the one proposed by the majority or with that of a 
purely state exchange bank pioposed by otheis The latter idea 
does not appeal to me, as I am anxious to make it possible for the 
Indian Joint Stock Banks, which do not at present take any part 
in the business of financing foreign trade, to enter the field Their 
a'spirations to deal in foreign exchangee must be recognised and they 
should be given a chance to undertake the business of financing 
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India’s foreign tiade. Tet it can liaidly be denied that with then 
piesent lesouices, any attempt on their pait to do this business in 
the near future, will not onl3’- jeopardise then inland business but 
Will also introduce an element ot unhealthj^ competition among 
themselves in a field in nhich the^' have at piesent no expeiience 
The spoiadic expansion of then activities imohing vaste of capital 
and misdnection and fiitteriug avaj^ of national econonuc eneigy 
can, however, be avoided if instead of enieiing the exchange field 
unaided and isolated they combine to cieale a new banh, on vhich 
would be confeiied some special piivileges both by the Government 
and Eeserve Banlc as proposed by the majority ni paias. 486-48T 
and which would fuithei be able to utilise loi its business the 
services of a specialised expeit statf not easilj a\ailable to an) 
single banking institution 

45 Much of the piogiess of the British and uon-Biitish exchange 
banks is due to their close co-opeiation with meicaiitile houses of 
then own nationality and the success of the Indian Exchange Beni: 
will be ensuied by similai co-opeiation with the Indian mercantile 
houses and individual merchants This aspect of the mattei can- 
not be too strongly emphasised and it is my film conviction that 
unless Indian mei chants and tiadeis make genuine efforts to slieng- 
then the hands of the Bank, the progiess of the Bank cannot be a& 
healthy and lapid as we would wish The Indian Exchange Bank 
will thus be both an oppoi-tuuiti and a tost It is foi this leason 
that I recommend that slnies should be kept open for siibsciiption 
by the Indian commercial communirv 

46 I have piepaied a scheme for the Indian Exchange Bank 
based on these piinciples and it is appended to this note 
(Annexure A ) 

47 The meagre paiticipation of Indians in our foieign trade 
make me pondei over the part played by Governments in the pio- 
motion of foreign tiade In othei goimtiies Governments take a 
very active part in pioviding facilities to mei chants engaged in 
foreign trade These facilities may be in the form of sei vices 
of Trade Commissioners and Consulai Officeis oi may be financial 
aid through bounties and exemptions Thev may also assume the 
foim of cheaper ciedit for foreign trade than foi domestic tiade 

48 The most important of these are, however, the various 
Export Credit Schemes In England, foi instance, though private 
organizations, such as the Biitish Tiade Indemnity Company have 
been woiking for a long time and perfoiraiiifr iiceful seivice in 
protecting exporters and bankeis against possible loss due to the 
failure of foreign importers in meeting their liabilities, the British 
Government have nevei theles-? consideied it necessaiy to come foi- 
waid and initiate a numbei of Expoit Ciodit Schemes themselves 
Then mam object in this lespect has been to help expoiteis le 
financing then shipments to those countries bills on which are no-, 
considered safe by the banks, and to enable the foi mei to accept 
orders from importers in these countries After trving two or thiec- 
schemes, the Government adopted in I7ovember 1928 the new con- 
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■tract j^'orm B by wbicb tbiougli agreement between tbe banks and 
"the Export Credits txnarantee Department, a scheme of Govern- 
ment guarantee was inaugurated insuiing the bank against risks of 
failures of tbe foreign impoitei Tbe total amount of guarantee 
approved under tbis scheme in December 1928 was £ 4,532,000 

49 In Germany again, though there aie two private companies 
providing export credit insurance, the participation of the Govern- 
ment also deserves special mention Eor, besides helping these 
companies with funds, they also re-insure the whole of what is 
called catastiophic risk and a poihon of the normal export credit 
risk 

50 In Eiance, the Government started the French ISTational 
Bank for Foreign Trade foi enabling exporters -fo obtain advances 
against their shipments by drawing bills on the bank to be dis- 
counted in the open market This bank ha” a special annual sub- 
sidy and a loan without interest from the Government so that it 
might stimulate the export trade of the countiy 

51 In Japan special schemes have always been in operation to 

stimulate exports and this has been managed through the special 
credit facilities enjoyed by the Japai ese Exchange Banks with the 
Bank of Japan in connection with their pui chases of export bills 
This has resulted in practical exclusion of foreign banks from 
export trade though imports into Japan are mostly handled by the 
foreign banks. ' 

52 A scheme of stimulating Indian participation in our foieign 
trade and modelled on the lines of the British and French schemes 
cannot but be a great success The Goveinment should create an 
Export Credits Board which should guarantee the bills of Indian 
exporters after talang suitable security These bills would then 
be eagerly sought after by the exchange banks instead of being 
taken for collection as now In this way, the funds of the Indian 
exporter would come back to him as soon as his export is made, 
instead of his having to wait about five months There should then 
result a considerable increase in Indian participation in foreign 
trade which is so urgently and essentially necessary 

53 I cannot agree with^the maioiity regarding the feasibility 
or advisabilitv of the joint ” banks These joint banks are con- 
templated in two forms In the fiist form, equal amounts would be 
subscribed by India in rupees and a particular foieign country in 
its own currency and the control and establishment would be under 
joint supervision and the division of piofits equal In the second 
form there would be an intei change of shares between Indian and 
foreign banks and each paity acquiring an equal interest in the 
other, and the two institutions would woik together as one concern 
for the interests of both 

54 With regaid to the first suggestion it must be remembeied 
that the foreign countries have their own banks in India and unless 
some form of compulsion is brought in they would not agree to the 
formation of the new companies which would not bring any addi- 
tional advantage to them and in fact would practically mean their 
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ANNEXUEB A 

Scheme for an Indian Exchange Banh 
(\hde para 46 on page 568 ) 

Capital — ^Tbe initial capital of the pioposed Indian Exchange Bank -vnll 
depend on the volume of business it will handle Assuming the Indian share 
of foreign tiade at 15 per cent there will be about 40 crores of exports and 
40 Cl ores of imports to be handled It has been estimated by a writer in 
the Indian Finance (23rd November 1929) that the amount which all the 
Indian branches of the Exchange Banlis are required to provide out of their 
own resources in order to finance the total expoit business is about 65 crores 
and the foreign offices supplj’ funds to the extent of 15 crores, making a 
total of 80 crores For handling 15 per cent of this business and for making 
advances in iiort towns to expoiters and imiioiters, the bank will lequiie 15 
croies of resouices The requisite share capital may therefore be put down 
at thiee crores This amount need not be called up all at once but may be 
subsciibed in two or thiee yeais The capital of the bank may be incieased 
as and when lequned, paiticulaily when the establishment of moie foieign 
brandies is contemplated The subsciiption to the shares should, in the 
first instance, be thiown open to the ]oint-stock banks and the general public 
and, if not fully subscribed’ within a prescribed time, and any portion un- 
allotted should be taken up by the Government, who may dispose of them 
later on to the public It is necessary to provide that no non-nntional 
banks oi individuals will be allowed to take up shares of the bank and this- 
restriction will naturally apply to any transfers of shares also 

It may be necessaiy that the Government should guarantee a minimum 
dividend oi say 5 per cent foi the first ten years The guarantee of a 
minimum dividend is required to facilitate the participation of the banks 
in the share capital of the Exchange Bank It would enable the subscribing 
banks to earn the normal return on their respective holdings of shares and 
60 maintain their own balance-sheet position I have the authority of an 
experienced and reputable exchange banker to the effect that under a 
strictly conservative management, the Government would not stand to lose 
on the whole by this guarantee If, howev«i, the Government have to 
make any payments on account of this guarantee, provision should he made 
to repay these amounts out of futuie profits above the guaranteed rate 

Provision may also be made for the Government to receive a share in the 
profits above a certain rate of dividend so long as they continue their 
guarantee or other financial assistance 

Clientele — ^At first the bank may have to rely mostly on export business 
oi clients as the selling of the export bills is usually the only transaction 
that the expoiter is free to conduct as he likes Import bills are presented 
through the agent banks in India of the banks which oiiginally paid for 
them in the foreign country and until Indian importers are able to insist 
that the bills shall be sent to and be presented by the Indian Exchange 
Bank, this business in sufiiciont volume will not be available When the 
bank opens a London or other foreign branch, during the first few years it 
may have to count chiefly on the handful of Indians in that place, but the 
main advantage of these branches would be to buy import bills on India 
which would consideiably increase the margin of profit Hence, even if the 
branches themselves do not pay for then expenses, it may be found that 
they contribute indirectly to the profits of the institution and in increasing 
the clientele in India 

With the increased facilities that Indians will receive from the bank and 
the advantage of its helpful advice, Indian participation in foreign trade is 
bound to grow and this will inciease its clientele both as regards number 
and volume of business 
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•Functions — The Indian Exchange Bank will have blanches only in the 
poit towns in India and vill finance the operations of exporting and import- 
ing films in these poits but it will not compete in inland business If it 
requiies repi esentatiou m the inteiior, it will utilize the sen ices of local 
institutions in the same inannei as is pioposed m the case of the other 
exchange banks 

In Older to a\oid competition uitli the Indian banks in the matter of 
atti acting deposits it should be piovided that the bank vill not accept 
deposits except fioin ite oun clients engaged in foreign trade 

jResoui CCS —Jt has been pointed oat that the total resources lequired for 
the bank uill be 15 cioies Three cioies will be share capital and about 
two croies of deposits may be expected The balance of about ten croies 
will have to be supplied m a special vav until the bank is able to estabhsh 
itself propeily The Eeseive Bank should therefore be authorized to lend, 
at a concessional late, up to ten crores to the Indian Exchange Bank The 
whole of this amount mil not be requiied m the beginning, but the limit 
should be established fiom the stait As the bank’s business increases, it 
wiU be inci easing its oun resouices by uaj of deposits but this special 
loan may be called foi duiing a consideiablo period 

Agency business in London — The Resell e Bank will naturally have to 
aiiange foi the seivice of the Public Debt and for payments on account of 
the Secretary of State Instead of opening a London Bianch for this pur- 
pose it can lielp the Indian Exchange Bank to maintain its London Office 
without loss bj making it its agent and paying it a seivice charge This 
piivilege IS enjojed by semi-national banks eveiyiihere As instances may 
be quoted the Coiumonii ealth Bank of Australia, the Yokohama Specie Bank 
and the Bank of Monti eal If the London branch is unable to meet its 
expenses, the Gov eminent should pay a bounty during the first five years to 
make up the deficiency Such bounties have been given in Fiance for the 
National Bank fci foieign trade and in England to the Agiicultural 
Moitgage Coipoiation 

The Government may in this respect specify certain conditions to be 
satisfied by the bank 

London lesourccs — The Bank will have to keep a good poition of its ov n 
funds, between two and five cioies, in London either in steilmg secuiities 
or with the banks If the Reserve Bank will lend some of its floating 
London balances instead of investing in steiling bills, this will enable the 
bank to do without lesoit to the London maiket 

Bcmittance business of the Government — The Government’s remittance 
business will bo earned on through the Reservm Bank which will judge of 
the time and manner of such remittances If it decides to adopt the system 
of tendeis, the Indian Exchange Bank should rcceivm piefeience in allotment, 
piovided it can be done without loss to the taxpas’er If that bank and 
othei banks have tendeied at the same latOj the Indian Exchange Bank 
should, subject to the discietion of the Reseive Bank, leceive full allotment 
and the other banks should leceive pro rata distributions Thus the banks 
will be furnished with a dependable demand foi its sterling balances If 
the lemittance is aiianged for by negotiation, the Reseiv'e Bank having 
decided on the late at which it will buy steiling should buy from the Indian 
Exchange Bank the amount it is prepared to sell at that rate and buy the 
balance only fiom the othei banks 

It is not unlikely that the foreign banks may combine to defeat the 
scheme of the bank and for this puipose may quote uneconomic lates so as 
to prevent the Indian bank leceiving any allotment For this leason the 
Reserve Bank should be authorzied in such special cases to buy fiom xhe 
xiidian Bank at such lates as it consideis are justified by market conditions, 
but it may penalize the banks which tendered the uneconomic lates bv 
allotting the balance to them 

In view of these privileges, the Indian Exchange Bank should undertake 
i.o place at the disposal of the Reseive Bank anj suiplus foieigu lesouices 
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wliicli it may haie at any time and winch the Reseive Bank may require for 
the purpose of stiengtheniiig its iiitei national position In such a case the 
Indian Exchange Bank will be entitled to leceiae payment for the same at 
a rate uhich to take the case of steihng may he bettei by the equnalent 
of l/32d than the average rate at which the Resene Bank’s purchase of 
foieign ciiiiencies were made in the pieceding week 

Othci joicign hianthes — The opening of othei foieign hianches by the 
bank will depend on the business it has at those centies At first it will, 
of coui'e, establish connections through agents and coirespondents, but later 
on it may find it useful to have blanches in Kew Yoik, Beilin, etc As 
alreadj’^ stated, these branches may not be paying in the absolute sense, 
but their value would lie in inci easing business, bettei piofits in India, and 
enhanced international status 

Access to the London Market — ^The Bank will have its own London 
resouices as stated aboie But as legaids access to the London Maik^'t, it 
will ho no woiie off than otliei nou-Bntish banks haiidlmg our foieign trade 
As iqgards expoit bills on London, if the acceptor is a Biitisli subject, the 
Indi m bank can discount them at the same late as other ^ banks as the 
Discount Houses can put then own signatuies as the second one If accepted 
by non-Biitisheis, the Indian bank will have to pay a higliei discount rate 
Cl hold them in portfolio like othei banks As regards House Paper, British 
Houses will 1 ot approach it and until Indian business houses have London 
othcis, this pioblem will not arise 

Management — The Board of Directors of the Bank will be appointed in 
the same manner as in the case of oidinai'j joint stock banks But in view 
of their particijiation m the shaio capital of the Bank as well as for the 
proposed guarantee on shares, the Government should have the right to 
nominate at least two directors to keep watch over and safeguaid their 
Intel ests Eoi the same puipose tho appointment of the Chief Executive 
Officeis of the Bauk as well as his Deputy should be subject to the confirma- 
tion of the Government Owing to the facilities pioposed to be given to 
the Exchange Bank by the Besene Bank of India, the latter should also 
hare the light to keep itself apprised of the stale of alfaiis of the Bank and 
caU for such infoimation as it may consider necessaiy 

LiduhvUon of profits — Owing to the financial assistance lendeied by 
the Govcinnieiit to tho Bank, which will be essentially a commeicial bank 
owned by shaieholdeis, the profits earned by the bank in excess of 8 per 
cent will be apportioned between tho Government and the shareholders on 
the basis of such proportions as may be approved by the former 
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ANNEXUEE B 
Imperial Bank of In'lm 
{Vidr parn ‘13-A on pngc 507 ) 

The Impel lal Bank of India lia^ come to occnp^ i verv important place 
in the hanking stiucluio of the coiintri thiongh its long association nith 
the Goi eminent for about a centuri It has now total deposits of nearly 
eighn cioies nliicli is just oioi one-third of the total dopo its of all hanks 
in" India It enjois a prestige and status nhich it has consolidated during 
all these vears, and uhich has con'-ideribly helped it in its competition with 
Indian joint stock banks 

2 It non enjoys most of tlio prii lieges and is entrusted m ith some of 
the lesponsibihtics of a Ccntial Bank, and indeed it seemed possible at ono 
time that it might hccomo a full-fledged Central Bank But now that a 
-sepaiato Bescivc Bink is going to he cstahli''hed in the ne ir future, it would 
bo useful to discuss the position of the Imperial Jtank, ponding the creation 
•of the lleserio Biiik and ifter Eor as the littei uiU ha\c onU a limited 
nuinbei of biaiiclics it will have to tiansact its Goiornincni. business at 
otiioi centres thiongh agents 

3 The inajoiiti hue suggested in para 52*' lual though the Be er.e 
Bank will hate full disciotion in choosing its agents it is likcK of its own 
accord to choose the Imperial B ink as its chief if not the sole agent on account 
of its having numerous hr inches all otoi the uountiv I uould point out 
that the luimhoi of hranehes uill not bo the only or oten piincipal dcoicluig 
Jacioi , but the Resert o B ink should bo guided in its choice bv tlio adi an- 
tages to the public of its arruigeinent b\ the ie'juiieim'"i{v a rational 
banking pohc\ and bj the suilahihlj of the icini'' ind coiuliiions under 
uhicli the agoucj can bo nuanged Consc'iuentU T do not sco i\ln the 
majonti should fottoi the choice of ihe Rc-eiic Bank bv thus forest ilhng 
at 

i As regal ds the advisibiliti of such a choice I am unable to agree to 
the gianting of am specnl pinilege and «t itus to the Imjiernl Bank of 
India so long ns it maintains its existing charactorislics both m respect of 
its shiio paiticipation as uell as its uoiking police 'ihe majoiity pro- 
posals emisago a position foi tho Impel nl Bank uluch is only bestouod on 
tiuly national banks in ollici countiics I im at i Ins', to understand how 
the Imperial Bank conid legitiinnteh he held lo coi respond to a national 
hank uhile it lacks tho element of national lontrol in legard both to its 
onaieholdiiig and to its management 

5 It IS no doubt true that tho Iniperinl Bank occupies a strong position 
in tho countri It has ncailj 170 blanches, hut it is more to the point to 
lealise that at present the mnjonti of its shaics nio hold hj noii-Tiidians 
(284 lakhs being hold bj non-Indinns as against 278 lakhs liehi bv Indians) 
It would, to my mind, be an anomaly to regard such in institution as 
national, so long as this non-national piedominaiico is allouod to pi civil, and 
1 cannot see hoii offcctiie national control can ho obtained unless stops 
are taken to establish and maintain a substantial maionii of slmrcs in tho 
hands of nationals Othorwiso, the position of tho Impel lal Bank would 
not be different m this lespoct from that of foreign banks m India, who 
haie acciuued considerable status m tlio countr:v When, thciofore tho 
majority piopose to allou tho Imperial Bank to develop further in its 
entrenched position it becomes imperatii o to la\ doii n some specific condi- 
tions so as to establish it on the footing of a true national institution 

6 Apait from the question of shaioholding, tlieio nie other considera- 
tions. which lequne to be taken into account It is no doubt tuio that with 
the majority of shaies in Indian hands, the policy of the bank uould tend 
to be nationalistic, but it is necessary also that the staff should he 
incieasingly Indian for otheruise it uould bo difficult for am national 
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policy adopted by the shaieholdeis to be implemented witli any sincerity or 
enthusiasm I maintain that the question of personnel is second in impor- 
tance only to the question of shareholding, for, in any case, a jiredominant 
element of non-Indians in the higher personnel tends to work to the advan- 
tage of non-Indians and disadvantage of Indians Non-Indians aie likely 
to be given pieference, in many indirect and subtle ways, over Indians 
The question of staff is, therefore, of such importance that it cannot be 
left as a matter of internal concern to the bank, and at the entne discretion 
of the diiectoiate alone if the Bank is to en]ov any special privileges No 
doubt a majority of Indian shareholders would accelerate the process of 
Indiainsation, but until and unless the majoiity is established the question 
has a widei national significance demanding Government intervention to 
ensure that a policy of effective Indianisation is cairied on as lapidly as is 
compatible uith efficiency The majority are apparently satisfied with the 
Indianisation policy of the Bank as explained by Mr MacDonald and do not 
consider that the privileges of free Government balances and Tieasiiry work 
justify the enforcement of “ further Indiamsation ” particularly as in 
connection with the former uork the Bank is incuiring taige expendituie 
Theie are three points which I would bring out in this connection — 

The first is that where the Bank employs special staff for the Treasury 
work, the Government could well insist that they shall be composed almost 
wholly of Indians Secondly I am not convinced that the Bank spends as 
much on tins work as it gets out of it With a fiee average balance of ten 
erores, I think the work involved, consideiing its total expenses, would be 
more than the profits derived by lending the funds Thirdly I am not 
satisfied with the Indianisation policy of the Bank Accordingly to the 
hgiiies furnished to us, ten years of working of the scheme have not produced 
the desirable result There are now only 43 Indian staff officers against 80 
Euiopeans and I understand that the number of Indians is not more now 
than it was in 1925 Moreover there are as many as 197 Indian pioba- 
tioners, who have completed their training awaiting promotion to the higher 
glade During the year 1925 the Bank appointed 32 Europeans to the 
higher grade and only 14 Indians Since then 23 Europeans have been 
appointed as against 17 Indians I am led to believe therefore that the 
policy of Indianisation will be effective only if further non-Indian recruit- 
ment is stopped from nog^ onwards paiticularly as even then, it will take 
many years before an Indian would occupy a responsible administrative post 
in the bank To this condition the majoiity are also agieeable but only in 
case the Impel lal Bank is made the official Indian Exchange Bank I do 
not see why the Indianisation policy should be dependent on this factor 
The piivileges at present enjoyed by the bank are just as valuable as those 
it will have as the Indian Exchange Bank and if the restriction is justified 
in the latter case, it can as well be imposed in the former 

7 Turning then from the internal aspect to the outer aspect of the 
Bank’s policy, the charge of partiality towards non-Indians is substantiated 
in many ways, and undoubtedly is due as much to the predominance of the 
non-Indian element in the staff as to the composition of its directorate. 
Oomplaints have been made by many witnesses that the European clientele 
of the bank get a more favourable treatment at its hands than the Indian 
clientele and the following items taken from the statement submitted by 
Mr MacDonald regardmg the deposits and the advances and the loan policy 
of the bank, support the contention — 

Deposits Advances 

Lakhs Lakhs 

Non-Indians — 

Current Accounts 5,64 Non-Indians 11,70 

Fixed deposits 2,64 


Total 


8,28 
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Indians — 

Cm lent Accounts 
Fixed deposits 

Total 


17 32 Indians 
21,49 

33,81 


30,38 


Thus it will be seen that uliile non-Indians liaie been getting inoio advances 
than then deposits, advances to Indians are fai slioit of then own deposits 
The piivileges of fiee Goveinment balances cannot justifiably bo granted to 
a Bank uhose attitude ton aids the clients, Indian and Euiopcan, is shoun 
to be so stiongly contrasted In inj' opinion, the situation demands the 
making of certain provisions vvhoiebj it should bo possible to withdraw tho 
privileges whenever the Reseivc Bank has been satisfied that the Impel ml 
Bank pursues a policy of discrimination against Indian clients 

8 111 regard to the Impel ml Bank’s ticatment of Indian insurance 
companies, it was stated by the Mana^g Governor that they had adopted a 
plan of freely accepting fiom then clients the policies of certain approved 
Indian companies But i eg n ding its own insuianco, which would be far 
more than its clients’ business, he said that it insured only with foreign 
companies with whom it had a long connection Asked whethei ho would 
not like to eonsidei tho desii ibilitj of distiibuting some of this business to 
Indian companies, he put foiwaid tho prepostcious plea that it would he 
inadvisable to disturb tho existing niiangoments This is illustrative of tho 
attitude of the officials of the Bank and then attitude to Indian industries 
and institutions I think it is necessaij that a Bank enjoying special privi- 
leges fiom tho Goveinment should as a matter of pohcj prefoi Indian insti- 
tutions to foioign ones 

9 .Like some other institution under Govorimiont control tho Imperial 
Bank is a member of the European Chambers of Commerce and has not 
cared, so fai as I am aware, to seek momboiship of any Indian Chamber I 
consider it vei-y undesiiable that a bank so intimately associated with the 
Government should identify itself so closely with foieign interests The 
undesiiable lesult of such close association was cleaily pciceived from tho 
fact that the evidence of the Bank’s represent ath'e before the Committee 
followed rather too closely that of tho Euiopeaii Clmmbeis of Commerce and 
the Exchange Banks Indeed one might veiy well expect an attitude of 
clo«e co-opeiation with Indian interests in a Bank seeking special status 

10 In view of the facts mentioned above, I think it is not desirable to 
grant the Impeiial Bank a chaitoi undei existing conditions I would, 
howevei, be prepared to siippoit it if some conditions were imposed on tho 
Bank in leturn foi the bestowal of privileges In that case, the charter 
should allow an oppoitunity of Iiidianising tho institution, and I give below' 
some of the more impoitant conditions that should bo imposed on a quasi- 
national bank of the kind contemplated in the Impel lal Bank of tho 
future — 

(1) It shall have a 60 pel cent majority of Indians on tho Central 

Boaid and 75 per cent on the Local Boards, nominations to be 
made by the Gov'ciniiient to make up any deficiency in the 
sliaieholdeis’ election 

(2) The Imperial Bank shall not heieafter reciiiit any non-Indian 

except with the special sanction of tho Finance Membei 

(3) It shall not transact business with foieign insurance companies, 

nor act as agents for them, when suitable Indian insurance 
companies are available foi the purpose 

(4) There will be no tiansfer of shaies to non-Indians until their hold- 

ings become less than 33 pei cent and then only to such extent 
that subsequent transfer will not inciease the non-Iiidiaii holding 
above this proportion 
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(5) That it shall not compete with Indian joint stock hanks by intro- 

ducing an uneconomic late of interest or by opening new 
branches in centres already served by them 

(6) It shall not identify itself with any paiticular section of foreign 

or Indian businessmen 

11 Even if no chaiter is granted I must emphasise that these stipulations 
are necessaiy if the imperial Bank is given the sole or oven chief agency of 
the Reserve Bank for its Government work If, however, the Reserve Bank 
should not choose the Imperial Bank as its sole or even chief agent, the 
latter must be content to occupy a position like that of other joint stock banks 
in India and will have to abide by the piovisions of the banking law as 
regards such matters as shares and management The Reserve Bank may 
also, in pursuit of a national banking policy, choose other Indian banks as 
its agents even in places where the Imperial Bank has branches It will 
then find a vast amount of difference between its present status and its 
future one 

12 There is one other important aspect of the working of the Imperial 
Bank which from the point of vieu of the Indian joint stock banks is of 
great significance, namely the Imperial Bank’s competition with them It 
IS contended that the Bank attracts deposits at a cheaper rate on account of 
the piestige of Government association and lends the money cheaply This 
IS claimed to be an advantage to the public No doubt it would be so if the 
bank were actuated by this motive alone It might be argued on the other 
hand that this has jeopardised the interests of Indian banks, entailing loss 
of business to them, and also confining them to comparatively more risky 
business The contention of cheaper lates is belied by the fact that in 
places where theie are no branches of other banks, oi where other banks 
have been ousted, the Imperial Bank has geneially imposed high rates 
When his attention was called to such facts the Managing Governor defended 
hjmself by saying that the late in certain localities might be highei than 
in others as the public interest was not the Bank’s sole motive in filling the 
rates for lending or depositing and that it had its profits to look after 
I am of opinion that this unequal copipetition is unhealthy and 
undesirable, particularly when it is remembered that out of the 100 branches 
opened undei the Act, no less than 50 were opened at places where othei 
banks weie already established 

13 I am, therefore, of opinion that the Reseive Bank should give duo 
consideration to this aspect when it exercises its disci etion in permitting the 
opening of new branches by the Imperial Bank I would also suggest to the 
latter that it should seiiously consider an attitude of non-competition with 
Indian banks It may go one step further and decide to close those of its 
branches wdiich are not working at a profit, provided the public in these 
centres have other Indian banks to whom they could resort 

14 In the interim period, it will bo well for the Bank to consider 
seriously the unwisdom of pursuing the lines of policy which I have referred 
to, and to which Indian opinion could justly point as reasons for discon- 
tinuing the existing Government patronage If it will adopt from now on 
a new outlook as suggested by the conditions pioposed by me for the 
chaiter, it would be acting in its own true interests To the extent to which 
it changes its policy on these fundamental matters it may reasonably expect 
the suppoit ol India public opinion which would otherwise be reluctantly 
forced to disfavour the continuance of the privileges, which have fostered 
the growth of the premier Indian Bank 

Conclusxon 

The comprehensive character 'of the development of Indian banking 
envisaged by us, comprising schemes of ruial, industrial, commercial and 
foieign trade finance, easily tends to show that however desirable or theori- 
tically sound these propositions may be, the translation of the schemes into 
practical action will depend absolutely on the availability of resources for 
these projects This would be the crucial test to demonstrate that our pro- 
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posals have been piompted by considerations of actualities I have carefully- 
considered this essential aspect of our enquiry and have come to the con- 
clusion that our recommendations including those contained in my separate 
minutes do not involve any proposition that might he regarded as either 
utopian or too ambitious for immediate action I have constantly borne 
in mind these practical considei ations ivhen according my support to the 
proposals ot the majoiity as ivell as in framing my separate report 

2 The adoption of oui schemes ivill call for a considerable augmentation 
of our resoiiices for the purposes of both short and long -term finance The 
former -will be requiied in connection -with the reorganisation of the credit 
facilities for agriculture, trade, industry and commerce This demand will 
be met to a considei able extent by the inci eased fluiditj'^ of funds secured by 
the general banking development of the country and the close co-operation of 
the dilleient agencies m our internal mone;y market Considerable facilities for 
the increased requirements of short teim accommodation would also bo 
available from the Reserve Bank, which, if started with a margin of gold 
assets of 10 per cent as suggested by the Hilton Young Commission, will 
enable to meet increased trade demands by neu issues of currency up to 50 
croies under noimal conditions Even on the existing strength of the cur- 
lency reserves, as shown by Dr Trip, it will be possible to issue additional 
cunency to the extent of Rs 25 cioies (Vide Dr Trip’s Note on Money 
Market in India ) 

3 Long term finance ivill be required for the share capital and debentures 
of the Industrial Corporations, Land Mortgage Banks and the shares of the 
Reserve Bank and the Indian Exchange Bank It will be noted that the 
demand for these funds would not be made at once to the extent of the full 
amount that may be needed to conduct their operations The Industrial 
Corpoi ations and Land Moitgage Banks mil depend for the bulk of their 
funds on debentures which -^vill be issued in separate blocks fioin time to time 
The floatations of the debentures will therefoie be spread over a few yeais 
and -in normal years, it should not be difficult to diiect the annual savings 
of the nation and the disorganised individual investors into this foim of 
investment Even now the requirements of industiial finance and land 
moitgage credit are being provided, though often on prohibitive terms, by 
some agencies which will have the funds returned to them as a lesult of the 
activities of the proposed institutions These funds must seek re-investment 
and the deoentuies of the Land Moitgage Banks and Industrial Corporations, 
should become safe and attractive investments particularly uhen it is known 
that the Government itself subscribe to them The fact that the debentures 
will be made Tiustee Securities will make them popular with the Insuiance 
Companies and other Trustees 

4 I do not think, theio will be any msui mountable difficulty in mobilising 
sufficient resources necessaiy for investment in shares and debentuies of the 
institutions we have proposed, piovided attractive schemes are adopted and 
the national leaders appeal to the nation for mobilising their small savings 
foi these purposes, as the leaders in the belligerent ooimtnes did duiing the 
last War With a national economic policy actively pursued by the Govern- 
ment, piibhc confidence and^ enthusiasm wiU be cieated foi successfully 
tapping the scattered lesouices of the people A change of policy regarding 
the capital expenditure piogiamme of the goveinnieiit in consonance with the 
needs of the schemes of development pioposed by us -nill have to be adopted 
and pursued with deteimination If, lioueier, all the resouices necessary 
for the development of our big national industiies be not foithcoming by 
the methods stated above, the necessary capital may be secuied by foieign 
loans But sufficient precaution will have to be taken to ensure that such 
loans do not in any way result in a transfer of control over industries into 
foreign hands, with which object the state or industrial corpoi ations should 
borrow the money in foieign maikets and make the same available to 
mdmdual mdustnes 
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Minute of Dissent by Six Members of tlie Committee. 

Oui colleagues’ conclusion as that “ speaking from the point of 
view of tiade alone, it may be said that the facilities available at 
present for financing India’s foreign tiade, both impoits and ex- 
ports, aie sufficient ” We disagree with this premise Accoiding 
to them the interests of trade alone do not require the immediate 
establishment of an Indian Exchange Bank, stiong enough to com- 
pete successfully with foieign banks We disagree with this solu- 
tion too 

2 They, however, mention that aftei a careful review of certain 
representations made to the Committee, they have come to consider 
that it is not desirable that India should lely foi all time on the 
facilities afioided by non-Indian institutions for the financing of 
foreign trade 

3 Reasoning thus oui colleagues propose that after the starting 
■of the Reserve Bank for India the Imperial Bank should be “ in- 
duced ” to take an active share in the financing of India’s foreign 
tiade With the teims to be offered to the Imperial Bank and the 
restrictions to be placed on it in connection with such work, we aie 
not immediately concerned here Our mam difference with our 
colleagues is on the diagnosis of India’s complaint regarding finance 
of her foreign trade till now We view the grievance of India in 
this connection moie seriously, and, our proposals for remedying 
the same are therefore more definite, and of a more urgent nature 

4 We fail to see how fiom the “ point of view of trade alone ” 
it can be said that the facilities available at present for financing 
India’s foreign trade are sufficient If our colleagues mean that 
India’s foreign trade has not come to a standstill at any time yet for 
want of financial facilities, one may at least pause to consider before 
challenging the statement But every Indian commercial body 
that has appeared before the Committee has complained that, in the 
matter of providing financial facilities for import and export trade, 
the Exchange Banks have, generally speaking, been differentiating 
between national and non-national exporters and importers This 
complaint, so unanimously lodged before the Committee by Indian 
commercial bodies, can be confirmed by some of us from personal 
knowledge Indeed, the history of foreign trade passing into Euro- 
pean hands since the establishment of these Banks in India, proves, 
for all practical purposes, the truth of the case of the Indian com- 
mercial community as urged on this Committee 

5 Sinha observes in his “ Early European Banking in India ” 

— During the latter half of the eighteenth century, when the 
East India Company was in power without responsibility, most of 
the foreign trade passed out of the hands of the people The inland 
trade was also monopolised by the servants of the Company for a 
considerable time As a result of this, the indigenous bankers 
naturally lost their old pre-eminence But European 

Banks could not fill the void created by the decay of the old indi- 
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genoiis banks Almost tbe entiie foreign trade bad 

passed into tbe bands of Europeans when European banks came to 
be established ” 

6 The foreign trade with Europe in those days passed from the 
hands of the East India Company to those of non-Indian private 
merchants and Agency Ilonses, wliich latter v ere chiefly formed of 
“ gentlemen, who had been in the Civil and Military Services, who 
finding their habits better adapted for commercial pursuits obtained 
permission to resign their situations and engage in agency and 
mercantile business ” These European Baiilcs started vith the 
privilege of issuing notes and, being under European management 
and proprietorship, commanded a prestige which completely put the 
indigenous banking system and personnel at a most serious dis- 
advantage In fact, it IS said that the political and economic up- 
heaval at the time was at once destructive and constructive With 
a history of this nature, the process that started with the commence- 
ment of the nineteenth century, has continued unabated, with the 
result that the volume of foreign trade of India in the hands of 
Indians to-day, as direct exporters and importers, is not estimated 
at a higher figure than 15 per cent, of the total trade This figure, 
given by the Indian Chamber of Commerce, Calcutta, has been 
challenged by the European Exchange Banks who have merely 
given percentage figures for different centres where they have offices 
in India, leaving the Committee to woik out the total percentage 
for all India They have not explained how, from percentages of 
different banks, one could ]ustifiably arrive at a percentage of the 
total They have admittedly included in the Indian share, all the 
business in respect of which bills were diavn on Indian consumers 
or distributors, though the real importing parties were non-Indians, 
who controlled, conti acted for, and earned commissions or profit in 
the transaction They have also admittedly not taken into consi- 
deration the large volume of business done by films like Ralli 
Brothers, who do not operate through the European Exchange 
Banks, in the usual course, foi finance of their foreign trade 

7 On the other hand, the basis’^ of the calculation adopted by 
the Indian Chamber of Commerce, Calcutta, is the actual value of 
trade as disclosed by ofllcial and private publications We, theie- 
fore, prefer, in the absence of any other data vhich vill enable us 
to arrive at a more accurate estimate, to accept the estimate of the 
Indian Chamber, which is in harmony with, and receives corro- 
boration from, the geneial estimates pievalent among the Indian 
commercial community 

8 We feel that the Committee cannot dismiss lightly this phase 
of the working of the non-national Exchange Banlcs in this countiy 
Indeed, we are convinced that as far as the Indian commercial 
community is concerned, this Committee will havejailed in its duty 
if it does not examine the reasons why the foreign trade of the 
countiy IS so preponderatingly in the hands of non-nationals and 

See appendix III, Volume of Written Evidence 
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suggest suitable aud speedy remedies foi it We cannot accept tbe 
plea that tbe Indian bas not enterpiise enough to compete with tbe 
non-national in respect of commeice, either internal or external, on 
anything approaching fair competitive terms Before the advent of 
the Biitish, and, befoie European Banks drove foreign busmess 
from the hands of Indians into those of European tiadeis, Indian 
commercial firms are Icnown to have successfully earned on foreign 
business on a large scale in oidinaiy country’’ ciafts and Indian-made 
wooden ships to vaiious paits of the world What ife it then that 
has led to the viitual concentiation of the entiie foreign trade of 
India duiing the last 100 years in the hands of non-Indians ^ Con- 
trol of shipping and of banking facilities are the two mam causes 
which can chiefly be mentioned in this connection We are con- 
vinced that, of these two, the concentration of foreign trade finance 
in the hands of banks controlled and run by non-nationals has 
played the more important part 

9 The knowledge of banking m India was long anterior to the 
settlement of the English in India, though the system under which 
it was earned on, may be legarded as diflerent fiom that which the 
Euiopeans introduced Wiitmg in 1863. Cooke, in his “ Rise, 
Progress and Piesent condition of Banlang m India ”, says — 
“ Erom time immemorial, the banker has always been an import- 
ant membei of Indian society Eoimeily, in all divisions and sub- 
divisions of that society, he had his type and lepresentative, dis- 
chargmg functions of indispensable necessity to the well-being of 
the community The Empire had its Banker, the Subah had 
its Banker, the Zillah had its Banker, and Village had its 
Banlcer Each in his spheie exercised an engrossing influence; 
each, in addition to his financial, was chaiged with a large piopor- 
tion of social and political lesponsibilities The tiaditions of the 
Hindu, and records of the Mohemmadan peiiods of our history, 
endow the higher classes of Bankers with the character and powers 
of the Ministers of the State Ho Royal oi Imperial Council was 
complete m its membei s without the Banker ‘ 

“ The character and extent of Indian Banking have been 
frequently cited in refutation of the un3ust calumnies with which 
the opponents of Indian political reforms have aspersed this nation 
There caii be no surer proof of the soundness of a people’s moral 
condition, and their habitual regard to tiuth in the tiansactions of 
life, than the prevalence of so much ciedit as is necessary to the 
existence of such a system of Banking The native Bankers them- 
selves are patterns of commercial morality The dishonouring of a 
Tiundz is an event of laie occuirence with them They transact busi- 
ness with each other, and with their constituents, with a total dish 
regard of those forms which English commercial men deem essen- 
tially requisite, and, without the aid of which, indeed an English 
house of business would scarcely be secured One peculiar feature of 
native Banks has always stiuck us as peculiarly gratifjang The 
business is usually earned on by gximastlias, oi clerks holding a 

* R M Maitin’s Indian Empire, Yol III page 559, referred to on page 
263, Rail’s Present day Banking in India 
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confidential position in tlie firm They aie often pool men and yet 
aie never called upon to fninisli secuiity Tlieii lemuneiation is 
not liigli . and tlier liare often the entii e disposal of the capital of a 
Cootee yet it laiely happens that a film loses anytliing hy then 
dishonesty 

“ The fact that Euiopeans are not the oiiginatois of Banking in 
this countiy need not stiike us ivith suipiise, for^ hoth fiom internal 
evidence, vhich the success of the British aims in the Pun;iah 
fuithei extended and opened out, ve loio-sv that civilization and the 
arts distinguish the East for a veiy considerable period before the 
Tf^est had begun to emeige fiom ignoiance and baibaiism ” 

It IS in a countiy -with such histoiy and a people vitli such latent 
qualities that the total finance of its foieign trade is witli nou- 
nationals I^o vondei that its people smait uudei a sense of mate- 
iial loss and moial humiliation involved in this ousting of her sons 
fiom this field of activity which should be theirs 

10 On the vaiious complaints of disci imination lodged befoie 
the Committee, it was not possible to sift the instances supplied 
more closely than we did foi the simple reason that the Committee 
could not summon the Bank complained against, to lefute the 
charge Efiorts weie made in some cases by lepieseiitatives of Ex- 
change Banks to explain awav some of those charges but nothing 
substantial has been adduced befoie us which would justify our 
coming to the conclusion that the charges levelled against the 
Exchange Banks weie without substance 

11 Indian commeicial bodies giving evidence before us said 
that seveial of their membeis based then opinions on instances 
within then peisonal Iniowledge But, for obvious leasons many 
of them weie not piepaied to give details of their giievances for 
foimal submission to this Committee Even those who did volun- 
teei such instances weie pionipted to do so by a sense of public duty 
and we have no reason to believe that they either exajftreiated their 
complaints, oi concealed the tiuth 

12 If, theiefoie, the shaie of Indians in handling the foieign 
trade of India is extremely limited, if not nominal, os explained 
above, and if as we conclude, one of the main leasous foi this is 
the finance of foieign tiade being the monopoh of non-national 
banks, we cannot agiee vith our colleagues solution that the in- 
terests of tiade alone do not lequiie the immediate establishment of 
an Indian Exchange Bank stiong enough to compete successfully 
with foieign banks 

13 If bv tiade our colleagues mean tiade as conducted by any 
body, thev may be light By ” the inteiests of tiade alone ’’ we 
however undeistand “ the inteiests of tlie tiade of India bunging 
the best shaie in it by wav of piofit emplovment, scope foi ability 
to the nationals, and prestige to India ” The Indian Chamber of 
Commerce, Calcutta have the following lemaiks to make in this 
connection — 

“ As a lesult of this monopoly Indian firms find it very 
difficult to compete with European firms who get all the assist- 
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Tjemg supplied. Tlie piactice of “ Oue film, one Bank ” lias still 
to develop in India, and it may be legarded as a tall older from a 
Bank, advancing a casual loan, asking its customei to disclose bis 
fullest position to it We disagree witb tbe statement made by tbe 
expeits that “ seciecy about business affaiis seems much moie 
cbeiisbed in India than in otbei countries ” The fact of the 
mattei is that Managers of non-national Banks, not being either 
willing 01 able to keep in touch with then Indian customei s, as is 
-the case in our Expeits fiiends’ countiies, lely foi lepoits about 
the standing and financial position of their Indian customei s on 
eithei then subordinates oi thud paities lilve brokers and other 
inter medial les, and hence the ultra-conseivative estimates of the 
credits deserved by Indian customei s We cannot help deploring 
the reflection implied in the impression conveyed to the foieign 
expeits by then informants — and we feel that such an extiaoidmaiy 
demand as that of having balance-sheets audited by “ approved 
auditors ” is, by itself, sufficient to make out a case for a change in 
fhe monopoly of the finance of India’s foreign trade 

16 In paragraph 268 of the Report oui colleagues lefer to the 
practice in other countries of banks engaged in the financing of 
export trade lendeiing invaluable assistance by supplying then 
customers with information regarding foreign markets and the 
prevailing puces They further say that the existing institutions 
which finance the foreign trade of India, and which aie almost 
entirely non-Indian, have not taken any steps in this direction 
We wonder why oui colleagues overlook the effect on oui foreign 
trade of this serious handicap of the agency of the finance of foreign 
tiade, as it exists at piesent We will only say that if this defect 
of the non-Indian Exchange Banks has not been remedied during 
a period of about 70 years of their existence, it is unreasonable to 
find fault with the Indian commercial community for then per- 
sistent demand for a change in the inevitable angle of vision of the 
existing Exchange Banks 

17 Oui diagnosis, therefore, is (1) that all is not well with the 
foreign trade of India, particularly with reference to the benefit 
from it to the nationals, and (2) that the absence of adequate bank- 
ing facilities for this purpose as supplied by the Exchange Banks 
has militated against Indian acquiring their due share in this 
trade, and the loss to the country as a whole by this handicap to the 
commercial community is enormous On purely practical and finan- 
cial grounds alone, without sentiment being allorved to iveigh the 
scales, we aie of the opinion that our colleagues have eiied in 'their 
conclusions in this behalf 

Sinha puts the case in a very succinct way in his book ^ Early 
European Banking in India ” — 

“ More than 150 yeais have elapsed since the first European 
Bank was established in India Yet the foreign exchange busi- 
ness, which 13 as safe as it is lucrative, has remained a closely 
guarded monopoly It is as true to-day as when, Keynes fiist 
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Owing to tlie non-inclian cuiiency in wliK.li the Bills are diawn, 
■they aie lendeied useless for a Bill mailcet in India, and have to 
be locked-iip in the poit-f olios of Banks holding the Bills This 
dead- weight on the money maiket in India is a paying pioposition 
to the Exchange Banks because the late at which the Indian im- 
poitei pays interest on the usance Bill, from the date it is diawn 
until the date of payment of the Bill jjIus the period of remittance 
of the amount fiom India to London, is the Bank of England late 
with a minimum of 6 pei cent all the year round How often the 
Bank of England late reaches 6 pei cent is well-known — generally 
speaking it is only during an unfoieseen and exceptional period of 
stringency — and yet the minimum rate of interest on a usance Bill 
drawn on India is fixed at 6 pei cent 

20 On a rough calculation, out of a total import of about 250 
croies, Hs 150 croies majr be taken to be the amount on which the 
Exchange Banks earn interest at 6 per cent for an' average period 
of 2 to 3 months As the bills aie D/P and have the signature of 
the' drawer and the acceptance of the drawee on them, this fiist class 
secuiity for investment to the Exchange Banks may be said to be 
all jam for them in which the indigenous bank has no look-in We 
therefore wonder if oui colleagues can be correct when they say 
that “ the interest of trade alone ” does not require a change fjoin 
the present state of aftairs 

21 These sterling bills aie in form, substance and nature nothing 

but Imndis, the circulation of which, — the most perfect portion of 

the Indian commercial system — ^was according to Cooke “ very 

great and although millions were invested in them, the loss by bad 

debts arising out oh the dishonour of the instruments at maturity, 

was a most insignificant per cent The terms for which the liundis 

■weie, and still continue to be drawn, vary considerably ” This 

natural form of investment foi Indian Banks has been taken awav 

_ «/ 

from them owing to the Exchange Banks continuing to encoiiiage 
sterling bills for imports The Exchange Banks in India, relying 
on their monopoly, have not till now thought of this loss to India’s 
money maiket On the contrary, they have put forward the plea 
that it IS for the impoitei to persuade the exporter abroad to sell 
to India in the rupee currency The plea is a little naive We 
would venture to ask if this would not have changed years, almost 
decades ago, if Indian Banks were handling finance for import 
business ^ 

22 There is a peculiai advantage enjoyed by Biitish import 
Louses who have then offices in London in the matter of the finance 
of import business These firms do not finance themselves by draw- 
ing on their offices in India, with documents attached — ^but they 
enjoy the privilege of diawmg on the Exchange Banks which have 
their head offices in London, the Exchange Banks accepting the 
bills, and the diawer discounting them in the London market at the 
cheap ciuient rate of discount prevalent there — which generally is 
between 2j and 3|- per cent The shipping documents for such 
-imports are sent and handed over to the Indian branch of the 
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Loudon house, and such Bixtish films iii India get an advantage of 
at least 1 pei cent, in pi ice ovei then Indian competitor "When 
asked whethei this sort of facility ivas made available to any Indian 
impoiting house the leply given by the Exchange Banks’ repiesen- 
tatives was that no Indian house had a London bianch 'J’he ques- 
tion remains open whether if there was one, such a facility \\ould 
have been made available The position to-day, howevei, is that 
even though bills could be discounted in the Indian money market 
at under tJ per cent the Indian impoi-tei must finance his impoits 
at a late of interest the minimum of uhich is G pei cent 

23 We need only mention the all too pathetic mannei in which 
the opening foi Indian intellect, seeking scope for work in the field 
of banking, is practically blocked owin^ to the valuable and im- 
portant field of financing of foreign trade having been till now in 
the hands of non-national banks The Cumnuttee is unanimously 
of the opinion that the Indian, 'pcr sc, is not intellectually unfitted 
for the banking line — and yet, it is admitted that during the last 75 
yeais, none of the Exchange Banks which have thriven so much in 
India have thought it then duty to the sons of the soil to employ 
them in the highei posts of then offices in India Such enfoiced 
starvation of the uitellect ol the couutiy cannot be i eg aided as .i 
matter of such small loss to the country as can be easily measured 

24 The (Jorumittec wore apprised of the mannei in which Ex- 
change Banks have boon lesistnig the Insuiance of goods, both toi 
internal and foreign trade advances, with the Indian Insuiance 
Companies Although no instance could be mentioned by the Ex- 
change Banks’ lepiesentativp'j of an;y loss iiicuiied by any of these, 
owing to insurance being placed with Indian Insuiance Companies, 
the lattei had to caiiy on a most pcisistent agitation for the last 
several years to assert tiieii light to lecogmtion by the foreign 
Exchange Banks indeed, the stiuggle is not ovoi yet but the 
Committee undei stand that since complaints weie made to the Com- 
mittee, special oideis have been issued by the Exchange Banks 
Association in Loudon, to then offices heio, foi moie disci eel tieat- 
ment of Indian Insuiance Companies 

25 One of the most serious defects in the money inaiket of 
India, owing to the footing w'hich the Exchange Banks have secured, 
la the splitting up of the market into two. It is admitted by all 
wiiteis, including Eeynes, that the money maiket is divided into, 
what the lattei calls, Euiopean ” money maiket and “ native ” 
money market He quotes from a lettei by Mr Sleigb, Secietary 
and Treasurer of the Bank of Bombay, written in 1898, which says 
that “ the shiolfs who finance neaily the whole of the internal tiade 
of India, larely, if evei, discount European paper and never pur- 
chase foreign or sterling bills ” This holds good even to-day and 
the reason for it is that this section of the Indian Banking System 
never get the opportunity to handle the papei It has to be borne 
in mind that the inland tiade of India is not less than fifteen times 
her foieign trade, and as the foieign tiade is estimated at 600 crorea 
a year, the inland trade may he taken at 9,000 croies And yet foi 

MATOIllTY kepout 2 0 
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the last TO yeais and nioie the gulf betw'een these two sections of 
the money maiket in India has shown no sign of naiiowmg, if any 
thino*, they continue to keep quite apart and sepaiate and the le- 
sultmg chaos in the money inaiket of India can he easily imagined. 
It has^^indeed been a feitile souice for ciitieisin to all ivi-iteis on the 
Indian Banking System Some writers have opined that these two 
impoitant sections of the money market have remained in mutual 
lo-noiance of the doings and methods of each other This ignoiance 
has been unfoitunate foi both It is a question of great piactical 
inteiest and impoitance at the piesent time, whethei it is desiiable 
in the industrial and economic life of India that this division should 
continue The woiking of these two markets side by side is a gieat 
handicap to the piogiess of India’s economic legeneiation it is 
theiefoie necessary that Indian talent and capital should have access 
to the held of financing of the foieign trade of India without any 
fvuthei delay and theieby a beginning be made in the diiection of 
unifying the Indian money maiket and putting a stop to the peipe- 
tuation of the t«o divisions of it, which featuie threatens to conti- 
nue foi some decades to come if things aie left as they aie It 
may be said that for this pm pose there is no bai to Indian enteipiise 
taking to the field of exchange business without State assistance We 
have already quoted lu paiagiaiih 17 above tbe opinion of Piotessoi 
Keynes that owing to the fortified position oi the existing Exchange 
Banks in India it would he difficult to start any Exchange Bank 
w'lth mere private enter pi ise That opinion of Piofessoi Keynes 
expressed m 1913 can he said to be doubl} iiue to-day .ind ioi the 
next few decades 

26 Such, in biief, is the list of outstanding acts of omission and 
commission by the foreign Exchange Banks against ivluch the com- 
meicial commiuiity of the couutiy protest and agitate Impressed 
as we aie, with the reality of these protests, and the genumeuess ot 
the discontent eugendeied by them, we feel that a solution of this 
highly involved position must be sought without delay In oui 
discussions with the foreign experts, we were advised to lestiict oui 
solutions to such lemedies as other couutiies in tbe West may be 
known to have lesoited to Oui difficulty is that none of these 
fi lends of oms have been able to name to us any country in tbe wide 
world, Aihich either is, oi, w-as placed in tbe peculiai position in 
which India finds heiself to-day It is freely admitted that there is 
no parallel to India’s piesent day position in Banlang that we have 
to solve We are not in the happy position of having to w'rite on a 
clean slate as the other coimti’ies must have been to a large extent 
when they evolved their present Banking Institutions and oigamsa- 
tions, protected by either legislation or unwiitten law of then land 
We have to advise the Government how best to make np for the lee- 
way caused by the policy pursued by Great Britain in India duiiiig 
the last 75 years at least W^e have been warned that any disci i- 
mination in the treatment that we may lecommend may be fraught 
with serious consequences to tbe welfaie of India m othei spheies 
Our position is that whilst we lespect the experience of othei coun- 
tries and propose to benefit by the same we do not think it necpssaiy 
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:foi IIS to take cogiusanae ot any consideiation otliei than tlie one 
iiiising fiom tlie teims of lefeience to uSj namely, what do the hest 
inteiests of India demand fiom ns at this 3tinctuie in solving this 
jnoblem ‘ 

27 "We cannot help ohseiving that every country, either in the 
West, has built up its banking according to its conditions and 
lequirements and as far as we aie awaie no country has taken ex- 
ception to such policy of any other country The following extract 

irom the ‘ hoieivard by 0 P Hopkins, Acting Hiiectoi, 
Bureau of Poieign and Domestic Commerce, United States of 
America, to a publication by the U S Department of Commerce 
dealing with ‘ Hights of Poieign Shareholders of Euiopean 
Coipoiations ” is significant in this connection — 

“ There have been in recent times several examples abioad of 
attempts to restrict the rights of foreign shaieholdeis and 
prevent the transfer of control of domestic enterprises to 
foieigneis There has been a great deal of speculation as to 
whether the coipoiation laws of the countries concerned permit 
such measures to be taken In examining the laws of several 
Euiopean countries it has been found that nearly all of them 
provide equal rights to foreign shareholders Spain, Humania, 
Sueden, and Korway have definite restrictions on foreign 
capital m the development of then national resources, but these 
restrictions have been adopted as protective measures and are 
not a discrimination against any particular group of foreign- 
ers Most countiies permit corporations to make then own 
provisions regarding shareholders’ rights, and the absence of 
definite laws has resulted in many private measures restricting 
foieign shareholders ” 

The peculiar conditions in India regarding foreign trade finance 
'demand the protective measures recommended in this Minute as the 
minimum first step which the State should take 

28 We know of various coimtries which still impose substantial 
handicaps or non-nationai banks wmiking in then midst Special 
taxes in this connection are known to be in vogue in countries such 
as Eiance, Italy, Spain, Portugal, Hetheilands, etc In countries 
like Japan and America special restrictions are Icnown to be preva- 
lent Even for the foremost money market of the world, the 
Cuneliffe Committee of 1918-19 had made the following unanimous 
recommendation — 

“ Server al of our witnesses have called attention to the condi- 
tions under which it is open to foreign Banks to establish 
themselves in this country We suggest that this is a matter 
■which should receive the early attention of His Majesty’s 
Government ” 

29 With such steps devised by more advanced countiies, can 
-it be said that the remedies suggested for the solution of the diffi- 

m UOBITY EEPOET 2 
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culties 111 India aie inspiied meiely by motives of disci iminationP 
We aie anxious to make it peifectiy clear that in making tbe sug- 
gestions 'wliicli aie detailed in tlie paiagrapbs tbat folloiv, we are" 
inspiied by tbe sole motive of setting iigbt tbe macbineiy of Bank- 
ing in India and not by tbe sligbteat intent to injuie any mteiest 
If°bowevei, one of tbe indiiect results of oui suggestions happens 
to be some discointoit to any mteiest ve need bardly say tbat it 
must be legaided as unavoidable and inevitable in tbe piocess of 
making up foi some of tbe evil ebects of tbe policy pui->ued in tbe- 
past Can it be contended tbat tbe Exchange Banks have estab- 
lished themselves in India meielj because of then supeiioi effi- 
ciency Does bistoiy not tell us tbat in manj'- cases then oiigin 
and piogiess weie founded on the most iiiMdioiis tieatment in 
favoui of coiiceins lun bi' tbe men of luling lace^ 

30 We suggest that as a hist step in tbe diiection of getting 
Indians then legitimate sbaie m the buance of foieign hade, the 
State should stait foitlinitb an Exchange Bank nitb a capital of 
tluee cioies of lupees, all to be taken up by the State This Bank 
should be allowed to do fiuauciug of expoit and impoit hade in tbe 
same mannei as any Exchange Bank It Mould leceive deposits, 
and, lend monoi on pioduce awaiting expoit, oi, impoits auaiting 
distribution Eoi diiection of such a Bank tbe State sboulct 
constitute a Boaid of 7 peisons at tbc' Head Office of tbe Bank ivitb 
Boaids of about 5 peisons at impoitaut cenhes vdieie tbe Bank 
should have blanches, and nomination to both the Cential and 
Local Boaids should be made by tbe Goveiiiment In oidei to- 
ensnie tbe Bank having a leasonable stait, all lemittanee business 
of tbe State should be done through this vState Exchange Bank 
Tbe Reserve Bank when it comes into beiiio Mill look aftei tins 
business of lemittance on behalf of the State and the Exchange 
Bank will act meiely as an agent of the Resei\e Banlc Mben 
opeiatmg in the open raaiket ou behalf of tlie State The staff 
employed by such a Bank should be Indian, except wheie tbe 
Eiiiance ^Minister of Government may be advised that it is nece'^saiy 
to have tbe seiviccs of a non-nahonal fioiu alnoad foi a feM' veais 
in tbe beo-inninsr 

31 There axe two special advantages which M*e wish to empha- 
size in connection Mith this suggestion of ouis A Bank, such as 
this, under State contiol can be eft’ectivelr checked in its inioads 
111 the field of activities of Indian Joint Stock Banks It 1=: veiy 
necessaiv to do this in a scrupulous maiinei and not to leave scope 
for any fuither haiassmeut in the acl.vAies of Indian Joint Stock 
Banks In actual piactice very few haul and fast lules can be laid 
down demaicating the dividing liir^ between the field leseived foi 
internal tiacle and that foi finance of foieign tiade There are 
essential diffeiences between exchange banking and loan and 
deposit banking, which involve a compaiativelv haidei task foi the 
lattei 'Lffie foimei is concentrated at the principal ports Tbe 
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latter lias to be earned on tbiough a mimbei of small offices in the 
mofussil, entailing a heavy expense in the aggregate The foimei 
has a qmck tuinovei , the latter is tieq[nently troubled with locked 
up advances and dwindling deposits A Minister responsible to the 
Legislature and well-advised by the commeicial talent of the highest 
Older, alone, can be tiusted to handle properly the difficult and 
delicate task at the stait 

In tact, the encroachment by the Exchange Banks till now on 
the held ot finance foi internal commerce has already assumed such 
piopoitions that ue are definitely of opinion that, in future, no non- 
Indum bank should be allowed to have an}’’ branch up country, 
re at any place other than the mam ports of India, namelj^', 
Bombay, Madias, Calcutta, Karachi and Kangoon We strongly 
dissent from the recommendations of oui colleagues in paragraph 
545 under Chapter KIX vheie the^ lecomineud that licenses should 
be fieely given to the alreadv established branches of exchange 
banks up-couiitiy We recommend that licenses should be granted 
onlv to Indian Joint Stock Banks and not to non-lndian Banks 
We feel that this is the minimum that can be done ivithout any 
delay by the G-oveininent to relieve the unjustified encroachment by 
iion-Indiau banks on the field of finance for internal trade 

32 Another advantage of a State Exchange Bank at present is 
the provision of a suitable institution to handle the enoimoiis 
liabilities of the Government of India for lemittance abroad to 
meet the foieign obligations of the countiy The average of the 
liabilities of the Government in this connection has been ranging 
round about Es 40 ciores a year Besides this, a similar amount 
13 estimated to be required for remittance on private account from 
this countiy This exceptionally high figure of annual payment 
by India abroad necessitates the starting of an institution (for such 
lemittance) which can cany out the woik with only one motive, 
via , of doing it not for profit so much as for providing cheapest and 
most efficient method which may help to mamtain the ciedit un- 
impaired of tins countiy abroad It is not easy to undei stand why 
such an institution was not started bv the Government of India 
veais before now This strikes one all the more when it is remem- 
bered that the Exchange Banks in India have not always helped 
the Government in then work of remittance Instances are known 
where these Banks through their London Head Offices brought gieat 
pressure to bear on the Government of India thiough Whitehall foi 
certain piivileges and monopolies which they sought * 

33 The East India Company had invariably reserved the 
foreign exchange business to itself and the annual profits by it 
have been estimated by an English author at about ,£250 000 Since 
the Clown took ovei the Government of India from the East India 


See Sir Stanley Reed’s evidence befoie the Ro'^al Commission on 
Cuirency, 1Q26, Vol V, page 246 
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'Company this policy appeals to have been abandoned But theie is 
no leason vhy it should not be levived foi a few yeais, now, 
especially when the othei consideiatioiis in favoui of staiting an 
Exchange Bank as detailed above justify such a step on its own 
ineiits 

The above aie the main outlines of the scheme that we lecom- 
mended The Government would no doubt leview the position and 
examine the desii ability of tiansfeiiing the shaies to Indian Joint 
Stock Banks and the public as soon as it is cleai that the lequisite 
conditions aie found to exist 

34 It is necessary at this stage to examine the objections to oui 
scheme laised by oui colleagues in the leport and by Mi Manu 
Subedai in his Minority leport Both of them agree that it is 
nocessaiv to take a definite step to remedy the monopoly of finance 
of foieion tiade cieated and enjoyed by non-national banks Then 
aim IS not different fiom oms as detailed heiembefoie, but the 
measuies lecommended by each of them vanes in impoitant points 
from our lecommendations Our colleagues deal with these objec- 
tions in jiaiagiaphs 480-488 of the leport, Mi Subedai lefeis to 
OUI scheme in paiagiajihs. 242 and 245-249 of his !Minoiitv lepoit 
We piopose to levieu then objections biiefly 

35 Oui colleagues, too suggest the staiting of a Bank foi doing 
Exchange business But they desiie that nothing should be done 
until a Beseive Bank is staited Theieaftei they wish to olfei some 
inducement to the Impel lal Bank to stait exchange business 
Should that expeiiment of theirs fail, oui colleagues lecommend the 
State staiting such a Bank But they wish to offei, in the fiist 
instance, the capital of such a Bank to the joint-stock banks and 
the public, and in the last lesoit if such capital is not taken up by 
them they lecommend that the Government should provide the le- 
mainder nf such capital We fear that befoie any effective action 
IS taken in the mannei recommended by our colleagues, yeais may 
pass, and the giavity of the situation as we perceive it, does not 
admit of such delay 

36 Our colleagues suggest that the Imperial Bank should be 
used as an Indian Exchange Bank in the first instance piesumably 
because of ats leadily available organi/sation They have also 
stipulated ceitain conditions which the Impeiial Bank must con- 
foim to in this mattei We do not think that the pioposal made by 
OUI colleagues would be satisfactory even if the Imperial Bank 
airiees to conform to these conditions More than half the shaies 
of the Imperial Bank are in the hands of non-Indiaiis and so long 
as this continues, the Impeiial Bank cannot be consideied to be a 
piedominanflv Indian concern The stipulation made by oui 
colleagues that leciuitment of non-Indians on the staff of the 
Impeiial Bank should cease will not have anv immediate effect 
The prepondeiance of non-Indians on the piesent staff of the Im- 
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penal Bank ■vroulcl make the provision non-efiective for some 
considerable number of years and the Indian public cannot theietoie 
expect fiom the staff of the Imperial Bank that sympathetic 
attitude towaids Indian business which is so very,essential to secuie 
foi Indians a laigei shaie in the foieign tiade of India Moieover 
in view of the fact that complaints have been made against the 
Impel lal Bank that they disci iminate against Indians -in the faci- 
lities offered in the internal tiade of the countiy, we doubt whether 
it would be wholly satisfactory fiom the Indian point of view to 
entrust the foieign exchange business to that institution "We 
theiefoie feel that theie is no reason to suppose that the attitude of 
the Impeiial Bank towaids Indians would be moie sympathetic 
than that of the foreign exchange banks, and that it would not be 
therefoie a satisfactory solution of the pioblem even if the Impeiial 
Bank is “ induced ” to take the foreign exchange business vith 
the conditions stipulated by our colleagues (Sii Puishotamdas 
Thakuidas, owing to his connection with the Imperial Bank, does 
not wish to vote in this connection.) 

37 The mam apprehensions expiessed in the Majoiity and the 
Minoiity lepoits aie that the foreign exchange banks may put up 
a very severe competition against the State Exchange Bank lecom- 
mended by us and prevent it from carrying on its normal operations, 
If oui colleagues apprehend such a contingency, all that we can 
say IS that it operates with perhaps greater force against the success- 
ful working of either the Imperial Bank or the shareholders' bank 
recommended by them If the exchange banks, whose capital and 
reserve funds aie known to be enormous, can be suspected of making 
desperate efforts to letain their grip on the finance of foreign trade 
of this countiy, may we ask oui colleagues how any private insti- 
tution that can be started, either now or in the distant future, can 
be expected to withstand such cut-throat competition It is because 
of the danger of this complication that we have thought it necessary 
to commend our scheme in preference to the recommendations of our 
colleagues 

38 The other objection mentioned by our colleagues is the one 
that they have taken from the foreign banking experts, namely the 
difficulty of the Reserve Bank distinguishing between its remittance 
operations on behalf of the Government and its opeiations for 
currency purposes We consider this objection to be more techni- 
cal than real, and feel that in the ordinary coiuse it should 
not be necessary for the Reserve Bank to often operate in the 
open market for currency purposes We fear that oui colleagues 
have been unduly swayed bv the recent conditions of the exchange 
market, and Government operations to support exchange, when they 
put forward this point against oui scheme Thev themselves admit 
that the powei of the Reserve Bank to operate in the open market 
IS more of the nature of a safeguard in reserve than one for normal 
use If we were making recommendations mainly for the next few 
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montlis, tills coBSideiation advanced by our colleagues vi’ould liave 
liad gieat Aveight But uiidei those circumstances, oui colleagues 
will, we liope,^admit that then own reonimendations aie absolute- 
ly impiacticable 

39 In connection with this question of the i elation between the 
State Exchange Bank and the Besenm Bank, oiii colleagues refer 
to tile Bank of Japan and the Yokohama Specie Bank, which they 
admit, furnish an inteiestiiig paiallel It is legiettable that they 
have not thought it necessaiy to secure accuiate information legaid- 
ing this paiallel befoie ciiticizing our lecommendation Such 
mfoimation as is available convinces us that thoie is little diftei- 
eiice between the pioblein in India and the pioblem that faced 
J apan dining the last fifty years The airangement in Japan is not 
known to have bioken down oi even sufieied in actual piactice, 
eithei diiiing the Wai peiiod oi during the period following the 
last eaithquake devastation in Japan, which put the Japanese 
cuiiency system to a seveie test We do not oveilook, however, that 
there is in Japan a national Government to make possible, things 
ulnch may be luled out in India owing to unnecessaiy apprehen- 
sions that may enteitain Government of India or some of the ciitics 
of 0111 scheme 

40 Our colleagues dwell on the difficulty of securing funds for 

the new State Exchange Bank until the Beseive Bank is formed 
and begins to opeiate They quote fiom Thakui’s book, specially 
his opinion that a capital of at least Rs 5 cioies fully paid up is 
necessaiy foi a shaieholdeis’ bank to do exchange business The 
authoi explains that this “ large capital has been piesciibed be- 
cause a bank of this natuie should command not only great 
confidence in India, but also in the outside woild The 

Indian Exchange Bank will take some time before it can hope to 
get funds and financial assistance in the outside woild and in the 
meantime, assistance on the pait of the Bank of Issue is necessaiy 
in tlie national mteiests ” He however does not deal with the 
contingencv of delay in stalling the Reserve Bank — and it strikes 
us that what can be expected fiom the Reseive Bank in “ national 
mteiests ” can be equally expected fiom the Cuiiency Department 
of the Goveinmeiit of India in that contingencv The State Ex- 
change Bank will take deposits from the public and we see no reason 
to feai that it will not attiact moie deposits fiom the public than 
any pii’vate exchanoe bank with ever so large a capital lyith whicli 
it mav be staited The advances foi the purposes of finance of 
expoits and impoits aie geneially speakmg, if not mvaiiably, 
against goods The amount lequiied foi this pin pose is indicated 
in paragiaph 463 which has a statement supplied by the exchange 
banks showing then deposits, advances and investments in India 
as on 31st Decembei 1929 The advances in India consist of three 

30IOTO OP spp 'saipXtllOQS oopsuip UT SpUOmpSSAUT 89TOIO Qg Sjp SUTO!}.! 
qsuo 'suuop UT sajoTO gp spp pun bu8Si9ao pisuutp ui qSubitoxo io sttio 
C l edits ovei drafts and local bills discounted (excluding bills of 
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exchange) Mr Eucldey has supplemented these figiues with the 
infoimation that these advances are mainly in connection with 
expoit and impoit tiade It must he conceded hy all that until 
a piopei Reseive Bank is staited, the management of India’s 
cuiiency can he said to fa^l veiy shoit of the ideal Should the 
woist appieheusions of oui colleagues and ouiselves turn out to he 
collect and the staiting of the Eeseive Bank delayed foi considei- 
ations legal ding exchange hanks being pi evented hy legislation 
hettei secuiity can even the Cunency Depaitment of the Govern- 
ment of India have foi advances to the Exchange Bank than the 
secuiity of goods tindei hen to that Bank with the usual maigin 
insisted on hy all hanks even now^* We see no iisk in such finance 
eithei hy a Eeseive Bank oi hy the Cuiiencv Depaitment of the 
Government The only flaw that can pievail ultimately must he 
the want of will on the pait of the authoiities to affoid au3’’ assist- 
ance at all 

41 Aftei ciiticizing oui pioposals, oui colleagues console them- 
selves that they have “ puiged ” then scheme “ of inheient draw- 
backs ” of OUI leeommendations and bestowed on the new Bank 
‘ a unique and privileged position ” We legiet ve cannot appre- 
ciate then self-satisfaction and feel that then scheme, if it is 
accepted at all, will prove a doubtful and sluggish remedy* for the 
disease which they seek to cure 

42 Ml Manu Suhedai also apprehends the British Banks 
“ giving a fight ” to the State Exchange Bank We have already 
dealt with this in a pievious paiagiaph He, however, advises us 
that so long as the authority of Whitehall is supreme, in the 
counsels of the Government of this country it would he prudent to 
expect the vetoing of this measure hy the Recietaiy of State ” We 
do not disagree with him We only wonder if he does not overlook 
this sound canon of prudence when he makes his own recommend- 
ations regarding exchange banks being prevented hy legislation 
from taking deposits in India or legaiding the Reserve Bank having 
a depaitment to do day-to-day business in exchange Indeed, we 
do not think that Mi Suhedar could have committed the blunder 
of visualizing oui recommendations hemg dealt with hy a Govern- 
ment subject to the control of Whitehall and his own hy a 
Government not so controlled Mi Suhedai must visualize the 
chances of both the schemes, his own and ouis, under a common 
form of Government only 

43 Mr Suhedai refers to one aspect of oui’ scheme which has 
not been pouched upon hy our colleagues He apprehends that if 
our recommendation is accepted, Indian jomt-stock hanks will not 
he directly and immediately encouraged to take to the field of 
•foreign exchange business We have never been under a delusion 
in this respect Mi Suhedar himself has dealt at such length with 
the strength of the foreign exchange hanks and their capacity and 
readiness to ‘‘ give fight ” to any new-comer into the exchange 



696 


field that fie mxibt realise tfiat tfie spade-woik m tfiis connection can 
only' fie done in tfie sfioitest period possifile fiy an oiganization 
wfiicfi IS snitafily equipped to occupy ‘ a unique and privileged 
pooifcion ” fiotfi in India and afiioad 

44 To deal witfi tfie cii cumstanees and atniospfieie cieated fiy 
tfie monopoly of tfie foieign excfiange fianks, we see no consti active 
and efiective leinedy ei.cept tfie full lesouices and piestige of tfie 
itate fieing fiiougfit in, not only at tfie start fiat for sucfi period as- 
may fie necessaiy to get tfie foieign fianks to realize tfieii collect 
and legitimate position in tins countiy 

45 Some witnesses wfio appeared fiefoie us fiave pressed foi 
measures pi eventing non-national fianks from fioi rowing in tfiis 
countiy unless tfiey fiave tfieii fiead offices in India and are converted 
into Indian registered companies. We do not consider lecourse to 
sucfi measures necessaiy at tfie present stage We appreciate tfie 
ho 7 id fides of tfiis suggestion and tfie patriotic motives tfiat he 
fiefiind it We ourselves neitfiei exclude noi deny tfie necessity for 
sucfi legislative action at a later stage sfiould otfiei remedies fail 
But we fielieve tfiat wfiat we fiave recommended fieiein will give, 
witfi least delay, Indian trade and banking scope for tfie activity 
wfiicfi tfiey can cope witfi In fact, we expect tfiat tfie non-Indian 
excfiange banks, perceiving tfie necessity of giving up tfieir mono- 
polj' will adjust tfieii own policy and work in a manner tfiat will 
still enable tfiem to carry on tfieir business m India witfiout pieju- 
dice to Indian enteipiise 

46 Oui colleagues are of opinion tfiat no effort at staiting ai 
State Excfiange Bank like tfie one wfiicfi we lecommend, sfiould be 
made until tfie Reserve Bank is set up and begins to opeiate We 
disagree witfi tfiis view Wfiile we realize tfie necessity of tfie 
Reserve Bank for tfie contiol of tfie Indian currency and credit 
svstems, and admit tfiat its cieatioii and functioning on coiiect 
lines may fielp to leniove to some extent tfie Iiandicaps biouglit on 
by tfie preponderance of foreign banks in tfie field of excfiange 
business, we are decidedly of opinion tfiat tfiere is no imperative 
necessity for a Reserve Bank to precede tfie State Excfiange Bank, 
tfie immediate establisliment of wfiicfi we fiave already recom- 
mended 


47 After setting out some considerations m favour of tfie 
Reserve Bank preceding an Indian Excfiange Bank, oui colleagues 
gate in paiagiapli 489 tfiat it is tlieii intention tfiat tfie new Indian 
^xcliange Bank sfiould not be started until after tfie Reserve Bank 
nas come into eiastence and until after tfie scfieme of paiticipatioii 
o tfie Impel ml Bank of India in tfie financing of foieign trade fias 
and found wanting Tlien tfiev proceed to deal witfi tfie 
Reserve Bank may take long to come into being 

notfifin^^J?*" Excfiange Bank sfiould 

e ni e j postponed on tfiat account for an avoidable delav 
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lu Cl eating the new Bank will sti eng then the chain that holds India 
dependent on the foieign banks In attempting to dispose of this 
suggestion of ouis they state that they could not “ obviously sub- 
sciibe to any suggestion which assumes the contingency that the 
establishment of the Beserve Bank may be delayed ” This ex- 
cessive optimism in our colleagues cannot, in our opinion, be justi- 
fied in the face of the conditions now prevailing We had it fiom 
lesponsible quaiters towaids the end of the last year that a proper 
Beseive Bank for India could not be bi ought into being in the 
conditions that pievailed in December 1930, because India had not 
then enough gold resouices Since then during the last five months 
the gold resouices of India have undeigone fuithei serious deple- 
tion and accoiding to those very authorities the prospects of a 
Beserve Bank being set up would be moie i emote to-day than they 
were five months ago The Grovernment of India have been 
managing the curiency during these months in a manner which 
has been ciiticized severely in India, and it is difficult for the best 
infoimed persons in India eithei to undei stand or to infei whither 
the Groveinment of India aie drifting by then policy during this 
peiiod — a policy which responsible commercial associations and 
peisons have not hesitated to chaiacterize as reckless and almost 
desperate Under such conditions and in these circumstances, it is 
difficult for any one not in the ken of official secrets to know the 
mind of the Government of India We consider it imperative that 
the future Government of India, such as we have envisaged in the 
penultimate paragraph of Chapter I, should be fiee from depend- 
ence on the existing exchange banks, which have not in the past 
manifested any desire to function in the best interests and piestige 
of India in foreign countries We feel that in the ciicumstances 
in which we find ourselves at the date of signing the repoit, the 
necessity of a State Exchange Bank is all the greatei, both to the 
commercial community and to the future Government of India 
lesponsible to the Indian Legislatuie and free from dictation fiom 
Whitehall a dictation which has been an unfortunate factor for the 
last 100 years and moie We theiefoie entirely disagree with our 
colleagues when they make the starting of an Exchange Bank 
dependent on the establishment of the Beserve Bank, however long 
it may be delayed in coming We do not piopose to dwell on the 
indications that may be gathered from the proceedings of the fiist 
Bound Table Conference regarding the piovision foi a Beseive 
Bank being made, somehow ” in the future constitution of India 
We and oui colleagues are in agieement that the Beserve Bank 
should be established as eaily as possible by an Act of the Indian 
Legislatuie But the considerations aveited to by us in regaid to 
the possibility, if not the piobability of delay in actually constitut- 
ing the Beseive Bank, lemain unaffected and it is foi this reason 
that we aie anxious that oiii scheme of an Indian Exchange Bank 
should not be held up till the Beserve Bank is established under 
tile new constitution 
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48 It may be asked why we have thought it fit to single out 
the finance of foieign tiade for special recommendations involving 
the adoption of immediate steps, iiiespective of the staiting 
of the Eeseive Bank, while we do not make similai lecom- 
mendations in regaid to luial, industiial and commeicial 
finance In these lattei field of Banking theie are no powerful 
vested interests as in that of the finance of foreign trade, which 
render delay in taking remedial measure equally detrimental to 
national interests Moreover, we feel justified m taking for 
gi anted that in fields other than that of finance of foreign trade, 
the Goveinnient of India, whatever then constitution maj^ be, will 
make all feasible eft’oits to help the economic piogiess of the 
countiy, even in the absence of a Reserve Bank 

49 The final stage of oui inquiiy has synchronised with the 
eve of the constitutional reform for India, and to that extent we 
can be said to be at a real disadvantage in making our recommend- 
ations foi the futuie We have got over the embarrassment of this 
situation to a certain extent by agreeing amongst ourselves at the 
very start to envisage a common angle of vision, namely, that the 
fundamental basis for making our recommendations should be that 
the administration of the provinces and the Central Government 
should be in the hands of Ministers fully responsible to the respect- 
ive legislatures In fact, this understanding forms the preface 
to oui report [Vide paiagiaph 16, Chapter I) To the extent 
of any changes that may take place in this assumption of ours, our 
recommendations in the mam leport, as well as m this minute, 
will necessaiily require modifications But in connection with the 
Reserve Bank, oui position has been further complicated by the 
fact that, in view of the tentative proposals which emerged at the 
first Round Table Conference referred to in paragraph 606 of 
Chapter XXII, the Chairman thought it necessary to give a lulmg 
which pi evented us from discussing the details of the constitution 
of the Reserve Bank Although we are unable to appreciate the 
necessity, or, the justification, for luling out the consideration of 
the question by the Committee, we respected the ruling But we 
cannot help recording that in oui opinion this Committee were not 
onlv entitled to, but owed it as then duty to discuss the constitution 
of the Central Bank which, in the Finance Member’s words, is 
“ essentially the crown of the whole banking m its widest sense ” 
We fear that the omission by this Committee, to indicate the consti- 
tution and structuie of the Reseri^e Bank after it has examined and 
reviewed the needs of India m regard to banking in the ruial and 
urban aieas, in the field of commerce and industry and in the 
sphere of internal and foreign trade cannot but be regarded by the 
public as a conspicuous gap in our picture of the banking system 
which India needs in the futuie If it was apprehended that any 
political consider ations were involved in the process of consideiing 
the details of the Reserve Bank all that we can say is, that such 
considerations might be no more inseparable from this problem 

an they were from many other problems dealt with in the rest of 
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tlie lepoxt. Tke responsibility for tkis avoidable void in tke report 
IS kowever not oms, and suck justification as tkeie may be for it 
kas to come from tke Okairman 

PUESHOTAMDAS THAKUEDAS 
D P KHAITAN 
lEUlLETAE SINGH 
V EAMADAS PANTTJLH 
E K SHANMHKHAM CHETTY 
IT JAMAL MAHOMED 
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G-eneral observations by L Harkislien Lai. 

Bequest being made I sign tbe lepoit, but the following obseiva- 
tions aie essential to be made — 

1 Weak liealtb, and otbei demands on my time, disabled me 
fiom placing my services moie fiequenily and moie e^tectl^ely at 
tbe disposal of the Cbaiiman of the Committee 

2 Tbe Cbaiiman of tbe Committee conducted tbe esanimation 
of witnesses, that appealed befoie bim foi viva-voce examination^ 
as a Judge does m a ciimmal tiial wbeii be is assisted by a Jury, oi 
Assessois, by means of a set of piepaied questions by bimself — thus 
pi eventing tbe witnesses fiom developing ideas and scbemes in 
collaboration witli bimself Tbis, if allowed, niigbt bave helped 
bettei in tbe solution of problems placed befoie tbe Committee 

3 A certain ‘ Eeseive ’ , wbicb is tbe Sine Qua Non featuie of 
all official handling of economic problems of India, obviously lair 
all through tire enquiiy, and tbe process of summing up of facts, 
and fixing up of conclusions for lecommendations was also not tree 
from this “ Eeseive Policy ” 

4 The wealth-producing i esouices of tbe country aie very limited 
in many directions, and the savings of tbe people are very small 
in all directions, and almost tbe entire field of handling, conduct- 
ing, and cai lying on of tbe international trade of India is already- 
occupied by foieign shipping, and by foreign banks and by foreign 
commercial firms at both ends of tbe stick These are tbe matters 
which should bave foimed a very consideiable pait of tbe enquiry 
of tbe Central Committee, but this wac not attempted on any ade- 
quate scale This side of economic life of India requiies further 
and immediate investigation and adjustment, as this aspect forms, 
at tbe present jimctuie, a very big bone of contention Tbe hand- 
ling of tbe foreign trade in its various lamifications by tbe nationals 
of a country is a source of income, employment and saving, and 
all tbe national banking systems of countries, inteiested in inter- 
national trade, are enabled to play in it an adequate and just pait 
In tbe case of India in this direction, as in otbeis, a seiious 
struggle IS ahead, until matters are aiianged by mutual airange- 
ment and tbe principle of give and take To this aspect of the 
solution of the problem, very likely in \iew of tbe proposed safe- 
guards in tbe new constitution, a veiy cursory attention has been 
paid, and efforts are obvious to baie been made, in tbe body of tbe 
report, to avoid direct attack on tbe problem in tbe manner above 
mentioned To my mind the piesent foreign banking influence in 
tbe internal and external trade of India should form a very serious 
mattei to be solved bj* tbe Bound Table Conference and my legiet 
IS that having bad opportunities to effect a solution, tbe “ Foreign 
Experts ” bave burked it and tbe Committee have shirked it Let 
tbe gods now solve it 

5 Tbe banking of a country, in tbe life of tbe modern world, 
18 only a link in tbe chain of complete financing, which starts from' 
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ilie productiou-end, the otiiei end being of spending of money, 
xaised by taxes, and Government boiiowings, botb locally and 
abioad Tins cbain bas been bnilt up in seveial modem countries, 
and in tbe old countries of Euiope, and we bad excellent opportu- 
nities of making a serious elfoit in forging a good and serviceable 
cbain, but tbe dictum of Sii Geoige Scbustei that no entry could 
be permitted in tbe precincts of ‘ stability ’ and tbe ' Exchange 
Ratio ’ , and another dictum, in this case of tbe Oban man of the 
Committee, that certain parts of tbe proposed Reserve Bank Bill 
were reserved for gods only to look into , and tbe position taken up 
by tbe experts as guarding and watching sentinels at tbe gates of 
the Imperial Bank of India, and tbe ‘ Exchange Banks ’ ruined all 
chances for tbe Committee to be of service in this direction Let 
gods wake up now 

0 Tbe moneylender does not seem to have bad a better luck 
this time either , be bas bad continuously bad luck for some time 
past He IS, in fact, tbe Pariiab of Indian finances, and be must 
serve tbe community thanklessly and also be shut out from tbe 
streets whereon tbe high caste and tbe orthodox walk Opportu- 
nities have been lost in assigning him, in tbe new chain lequiied 
to be forged, a proper place and position, as also in shaping this 
link, in such a nay, as to be indistinguishable from other links, 
-excepting in tbe position it may bold in tbe chain 

T Tbe indigenous Banker was also along a favourite of, and be 
leceived special attention at tbe bands of, the Vice-Chairman of tbe 
Committee Having seemed bis patronage be was looked upon, by 
tbe other membeis of tbe Committee, as deserving of no serious 
notice at then bands This is the greatest disservice that tbe Com- 
mittee bas done to tbe indigenous banker , and if I could offer him 
an advice to pieseive bis great position as also bis great wealth 
and utility, be should change into a modern being and a modern 
institution, as tbe whole woild and its institutions are changing 

8 Tbe co-opeiative movement has received at our bands, as at 
the bands of tbe Provincial Committees, its due and well deserved 
consideiation, and no one bas been niggardly in helping tbe move- 
ment on; but tbe movement lequnes steadying its pace, bolding its 
body erect, and walking without stays Tbe co-opeiatois are lucky 
in securing blessings and help from all directions, but tbe thought 
of tbe patriot and the official should not be fixed exclusively in bis 
direction, as tbeie is also a mass of population near about 93 pei 
cent of the whole, to whom tbe crumbs of financial favoiii are not 
vet thrown, and I am afraid be would be tbe first to listen to 
' Communism ’ and to ^ Ho Taxes ’ and to ‘ Ho Rents ’ and I wished 
all along that bis case could have received at our bands somewhat 
greater and wider attention Tbe luck of tbe mass of society does 
not often change with tbe appointment of a Committee , nor tbe 
view of tbe official (perched tboiigb be may be on tbe heights of 
Simla) does extend to tbe fields of India, as far removed as 100 
miles 200 miles and 1,700 miles and 1,900 miles I would now 
humbly suggest tbe establishment of a peimanent Aero-club to 
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enable its membeis to look down on these unfoitnnate people fiom 
the airy heights and to photogiaph life as it actually is Much 
mateiial will be thus discoveied, I am suie, to enlist human 
sympathy Oui Committee had some sympathy foi these unfoitu- 
nate 93 pei cent , but had no aeioplanes to play W3th, and did not 
combine heioism with their obvious wisdom 

9 The life in India, in the domam of economic spheie, has 
much changed within towns and villages, but the gieatest change 
13 in the life of the cultivator, and in the life of the worker, who 
served the agiicultuie and the agiicultuiist from untold generations 
The causes are the influx ot ready made goods from all coiners of 
the world excluding India, and a system of cash payments He js 
also to be helped financially to find a new or a modified occupa- 
tion, but he might vait for the formation of the aeio-club oi any 
other Committee Meanwhile he may go under, oi give trouble 
Let the wise considei 

10 The use of the word ‘ indiistiy ’ is more unwelcome than 
the use oE tlie woid ‘ Banking ’ in this country among ceitaiu 
influential and powerful people, the result being dependence of 
India on one industiy only named agiicultuie, and the subsidiary 
business of ‘ shop service ’ The infeiential problem arising out of 
the above observation has also a big financial aspect, and I am 
afraid the solution ofteied by the Committee in suggesting the 
founding of the Piovuncial State Banks might not prove to afl’ord 
sufficient help 

11 Boi some reasons which may not be apparent to some and 
may be quite clear to others, the Joint Stock Banking in this 
coiintiy, which is of comparatively recent origin, leceives always 
the step-motheily tieatment at the hands of th^ powers that be 
AVliethei the Committee has been enabled by its investigations and 
study to suggest measiiies and means to efiect amplifications and 
impiovenients would be the care of the reader of the report 

12 I had from the very start of my co-opeiation with the Com- 
mittee fiimly lesolved not to work for a dissenting Miimte\, but to 
help m the solution of very serious problems so fai as my resources 
of experience and knowledge went 

13 I legiet that opportunities alEoided and availed of have been 
quite inadequate, and I would have much preferred to drop oft 



observations 


HAEHISHEH LAL 


Lahore, the 8th June 1931 
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Note by Chairman 

Lala Haiifislien LaPs “ obseivations ” liave been sbown to me- 
by Secietaiy just as I am leaving foi England I bave tbeiefoie 
no time to deal with tbe observations at length, and I shall leave 
11 to the public to decide, when the lepoit of the Committee is 
published, how fai the obseivations aie relevant oi justified J 
need only mention heie that T do not understand his reference to 
Uie piocedure adopted by me ioa the examination of witnesses 
which, so tai as I can see, has been in accoi dance with the pioce- 
duie followed by othei Committees and was in fact settled in 
consultation with my colleagues on the Committee uho weie piesent 
when the examination of witnesses was staited at Poona The 
pioceedings of the examination of the witnesses will indeed show 
that full oppoitunitj^ was given to ivitnesses to develop then ideas 
and any conciete schemes which they wanted to place befoie the 
Committee 

3 Lala Harkishen Lai and six othei s of mv colleagues who have 
signed a note of dissent have voiced a giievance again •'t my ruling 
which, according to them, took out of the puiview of the Committee 
ceitain matters connected with the Peseive Bank foi India Peel- 
ing as I did for leasoiis given in paiagiaph GOG of the repoit that 
these matteis ueie not within the puiview of the Committee, it' 
was not possible foi me to give any luling other than that I gave. 


The 72th June 1931 


B N MITRA 
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APPENDIX I 

REPORT OP THE POREIGN BANKING EXPERTS 
(Vide paxa 14 of Eeport ) 

OOPY OF A LETTER FROII Gr G CAlSSELS, EsQUIRB, 

Committee of Banking Experts, to the CH'^irman, Indian 
Central Banking Enquiry Committee, dated the 12th; 
March 1931 

I enclose heiewith Pepoife of the Banlang Expeits as provided 
foi by oui teims of lefeience togethei with the enclosnies men- 
tioned theiein I understand that this report will be submitted 
togethei with yoiii own repoit to the Government of India 

Although the time was shoit, we aie pleased to be able to meet 
youi wishes and have this repoit in your hands before leaving 
India We trust that oui joint consultations will result in some 
lasting benefit to India 

All these matters were discussed with Di Jeidels before his 
depaituie and he authoiised us to include his name as one of the 
signatories to this report, therefore this report of the Experts is 
unanimous 

I take this opportunity ot acknowledging with sincere thanks 
the efficient services of Mr V K Aravamudha Ayangar, C I E , 
Mr E P Masani and Mi II C Seth which were always cheer- 
fullv rendered 
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EEPORT. 


Proceedings. 

Accoiding to the Resolution of the 22ncl July 1929, \\e weie 
appointed by the Go'-reiiiment ot India to have joint discussions 
with the Cential Banking Enqiui}' Committee and to act as its 
adviseis with the light to submit a sepaiate lepoit of oui own, 
if necessary, to the Cential Commiltee In this case the Cential 
Committee should submit oiu lepoit together with its own leport 
to the Government ot India 

Eiom the date of oui appointment we studied the compiehen- 
si\e and instinctive lepoits ot the PioMiicial Banking Enquiiy 
Committees and the statements of evidence given befoie the 
Cential Committee We landed at Bombay on the 12th of Decem- 
bei 1930 Flora that date till the 26th of Januaiy 1931 when we 
had oui fiist meeting with the Cential Committee, w'e tiavelled 
ovei a part of India in oidei to amplify oiu knowledge and to test 
oui piovisional impiessions bv examining the actual conditions 
We had also many intei view's w'lth leadeis m banking and industiy 

That W'e could not stait oui discussions with the Cential Com- 
mittee befoie the 2Gth of Januaiy was because of the unexpected 
delay of the return of the Chairman of that Committee flora 
London, where his attendance w'as lequned at the Bound Table 
Confeience 

Ow'ing to these ciicurastances and to the fact that one of oui 
membeis was compelled to leave India on the 7th of Febiuaiy, 
the pioceduie, as oiiginally intended, was altered Instead ot oui 
joint discussions being based on the piovisional conclusions ot 
the Central Committee, w'e placed befoie that Committee, b\ w'av 
of aide-memoire, fi^c menioianda, containing our view's on the 
following subjects — 

Commercial Banking, 

Industrial Banking , 

Foieign Tiade Finance — ^Exchange Banks , 

The Mone)' Market in India (including the Impel lal Bank 
of India and the prospective Beseive Bank) , 

Banking Eegulation 

They aie attached (Enclosmes I — V) to this lepoit They toimed 
the basis of oui joint discussions, which took place fiom the 26th 
of January till the 16th of Febiuaiy Theieaftei the Central 
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Committee held separate meetings foi drawing up then provisional 
conclusions on the subjects discussed with us 

All matteis peitaimng to the co-opeiative movement aie dealt 
with separately Two of oui membeis who are more especially 
acquainted with these matteis, will, if necessaiy, submit a lepoit 
of their own Then work in India will not be concluded till after 
the departure of the other three membeis 

Om joint discussions weie resumed on the 4th of March to^ 
consider the provisional con61usions mentioned above As a lesrrit 
of these further deliberations certain alterations, of which we were 
infoimed on the 10th of March, weie made The final conclu- 
sions, m which these alterations aie included, aie attached to this 
lepoit as Enclosures VI — ^XI 


Scope of separate report. 

We have to state that the conclusions which aie attached to? 
this report, form the only part of the Central Committee’s work 
on the respective subjects, with which we aie concerned We are, 
therefore, not responsible for any contents of the Committee’s- 
report apart from these conclusions in so far as we agiee with 
them We aie pleased to state that most of them are in con- 
formity with the views expressed by us and the lecommendations 
made in om memoianda Apait from some slight alterations of 
detail, to which we acceded during the course of the discussions,, 
we maintain_ these views and recommendations in oui memoianda 
as they stand 

Certain fundamental differences of opinion could not be- 
reconciled We have, therefore, been compelled to avail oui selves- 
of the light, granted in our teims of lefeience, to submit a separate- 
report We endeavoured to take into account the specific circum- 
stances prevailing in India and to adjust our views accordingly, 
but we cannot accept recommendations, which are, in om opinion, 
unsound and contrary to banking principles which ought to be 
adheied to under all circumstances and in all countries Om con- 
clusions are based on these principles and we cannot concern orn- 
selves with ambitions or desires of a political oi nationalistic 
character 

As already stated, the differences between the Central Com- 
mittee and ourselves are few in number In view of this and of 
the fact that om memoranda aie attached, this report will be 
short Apart from a few general observations, it is confined to 
the points on which we differ from the Central Committee’s con- 
clusions 
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General observations. 

It IS outside the pin view of oui task to entei into a desciiption 
of the piesent bankinj^ system and its development in India In 
so fai as such a desciiption was necessary for expressing oui views 
01 foimulating our pioposals, it is given m the memoranda attached 
to this lepoit It is necessaiy to stiess oui conviction, that in 
the field coveied by this report and taking into consideration the 
stiuctuie and the stage of development of the country, the num- 
hei of banking agencies and the amojint available foi the grant- 
ing of credit aie not insufficient In a country of a prepondeiat- 
ingly agiicultuial character, where a large majority of the popula- 
tion aie illiterate, the banking system cannot be expected to have 
reached the same level as in highly developed countries of an 
industrial charactei Nevertheless the number of credit agencies, 
including indigenous bankers, is enormous The amount of credit, 
granted by these agencies as a whole, though unknown, must 
be very great 

Generally speaking, it cannot be gainsaid that whatever defi- 
ciencies theie may be in the banlang position m India, _they are 
much more the result of the fundamental circumstances, which 
dominate the financial and economic life of India, than of lack 
of banking facihties We are of opimon, that a strong and keen 
competition exists in banking In so far as no banking possibi- 
lities are available, no modem banking facilities can be expected 
No bank, worlang on sound principles, can be expected to extend 
its activities unless there is a fan prospect of reasonable profits 
being made in the near future 

This does not alter the fact that at a later period a consider- 
able increase of banking facilities will be needed in accordance 
wuth the development of economic and financial life and, therefore, 
with the growth of banking possibilities But it cannot be main- 
tained, in our opinion, that more could be expected at the present 
stage and under present conditions from the commercial banks 
for the spread of banking facilities over the country 

It is oui opinion that the immediate problem in connection with 
banking is not a question of expansion but of organisation, con- 
solidation and co-ordination Existing banking agencies in India 
are marked off into different classes each doing a distinct kind 
of business without sufficiently close relations This results in 
lack of knowledge and confidence within the banking profession, 
in an insufficiently developed money-market and m undue differ- 
ences and fluctuations in the rates of interest prevailing in the 
vaiious parts of the country and charged by the various types of 
banking agencies These detrimental consequences are aggravated 
bv the absence of close and intimate relations between boiroweis 
and lenders, between the customers and their banlang agencies 
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The solution of this mam pioblem depends m the first place 
npon the constitution of a stiong, well-equipped and m- 
fluential Eeseive Bank The paramount interests foi the 
country involved in the estahhshment, within the shortest time 
possible, of such an independent institution, free fiom political 
influence, can haidly be over-estimated 

The other recommendations which we have made to solve this 
problem are explained in oui memoranda and have been, together 
with oui proposals legaidmg the position and task of the Eeseive 
Bank, adopted by the Central Committee 


Differences with the Central Committee. 

Aftei these few general obseivations we shall now examine the 
differences of opimon between the Central Committee and oui- 
selves We will deal with these points under then respective 
headings 


Commercial Banking. 

In our general obseivations we have aheady stressed our 
opimon that, talang into account the structure and the stage of 
development of the countiy, it cannot be said that the number 
of bankmg agencies and the amount available foi the granting of 
ciedits, aie insufficient No bank, unless compelled by law to do 
so in retmn for advantages obtained, can be expected to open 
branches in places where no profits could be made oi even losses 
would have to be incur red The Committee mention in conclu- 
sion 1 (a) that the number of pimcipal towns which possess a bank 
or a blanch oi agency of a bank, was only 339 in 1928 If we 
considei that in 1919 the number was only 185, so that during 
this comparatively short period of ten years, there has been an 
mciease of 154 or 83 pei cent the figures seem to be not unsatis- 
factoiy and considerable extension of banking facilities has been 
achieved In so far as the conclusions of the Central Committee 
could lead to the view that the commeicial banks failed to provide 
the country with banking facihties which could reasonablv be 
^expected, we cannot agree with these conclusions We aie of 
opinion that no criticism in this lespect can be made and it is 
only in accordance with the development of the financial and 
economic position of the countiy that a gradually giowing number 
of blanches oi sub-agencies can be established The anticipation 
expressed in the second conclusion, that it will be a long time 
before India is provided with a network of blanches of ]omt-stock 
banks, seems, therefoie, much more in conformity with the real, 
state of affairs 
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Oui second lemaik lefeis to the absence of touch and the lack 
of knowledge lesulting theiefiom between boiioweis and lendeis 
in the principal money maiket centres, mentioned by the Cential 
Committee as one of the reasons of the nmmpoitant place which 
clean advances against the peisonal credit of the boiiowei only, 
occupy in India Although the conclusions rthemselves do not 
clearly indicate the defects, fiom which the undemable absence of 
touch and lack of knowledge originate, we gathei from oui dis- 
cussions and from the lecommendations made by the Committee, 
that it IS the banks in the principal money maiket centres which, 
in the Committee’s opinion, are mainly responsible foi, and could, 
by changing then methods, lepaii these defects We cannot 
share this opinion Admitting that, as we explained already in 
OUI memoianduni on Commeicial Banking (Enclosuie I), these 
methods aie open to improvement, we considei that it is in the 
first place the duty of the banks’ customers to supply then bankers 
with full information regarding their lesomces and the position of 
then affairs and to exhibit their properly audited balance sheets 
and profit and loss accounts That a great difference exists 
between the attitude of the Indian bank customers and those in 
western countries can haidly be denied Secrecy about business 
affairs seems to us much more cherished in India than m oui 
countries The keen competition which, especially in the piincipal 
money maiket centres, exists between the banks, makes it already 
improbable that boi rowers of a sound financial standing would be 
lefused leasonable credit facilities, if they weie prepared to furmsh 
the banks with full and lehable information about then position 

Pin .UNCIAL Eequieembnts of Industeies. 

On two mam points we aie not in agreement with the con- 
clusions, leached by the Central Conunittee 

In the first place we do not subscribe to the statement in the 
last sentence of the 3id conclusion that industrial concerns in 
India may reasonably be expected to have then working capital 
supplied by commercial banks, if adequate security to the satis 
faction of the banks is offered 

As we wrote in oui memoiandum on Industrial Banking 
(Enclosuie II), it has to be made clear that it is not sufficient in 
itself that an mdustiial film ^ould put up its block from its own 
capital and that having done so, the firm can appeal to banks for 
loans and assistance TSTot only block but also normal working 
capital has to be furnished out of the firm’s own capital, and 
before the firm is fit for Industrial Banlang oi Industrial Pinance, 
it must have been in opeiation for a sufficient peiiod to piove 
that it IS strong enough It cannot be sufficiently emphasised that 
these two conditions are essential, and to attempt a different way 
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of financing is not onty unwaiianted foi the banlc but also 
unsound and dangeious foi the mdustiial enteipiise 

It appealed fiom oui discussions that the expiession “adequate 
secinity” used by the Cential Committee, is meant as sufficient 
liquid secuiity including the lequisite maigm We must, how- 
evei, maintain oui view that the normal working capital as well 
as the block capital should be put up by private oi public subsciip- 
tion vWe considei this as the sound aiiangement so that the ex- 
piessions “ideal arrangement” and “minimum worlmig capital” 
used in this respect in the second resolution, seem too weak to us 

We understand by “normal working capital” the capital winch 
the industrial concern can emplo3)' during the whole j^ear on the 
basis of its present capacity, whilst only the amount in excess of 
that normal capital needed m the busy season, oi in case of per- 
manent extension of capacity, in anticipation of an increase of its 
own capital, may reasonably be expected from bank credit 

If the whole of the woilang capital of an industrial concern 
is hollowed money, part of the loan would become locked up and 
the concern would never be free from indebtedness to the bank 
No commercial bank, which adheres to the sound and common 
principles that its credits ought to have a fluctuating and not a 
permanent character, and that its customeis ought not to use 
then credit during the whole of the year, would be likely to con- 
sider such an advance as being suitable for its activities The 
customer who has no reasonable prospect of being able to repay 
his debt to the bank would expose himself to a serious danger if 
the bank should, for any reason, decide to call in its loan 

Our second objection is directed against conclusion No 11 con- 
cerning the supply bv Provincial Governments of financial facili 
ties to industrial concerns Although the conclusion, for obvious 
reasons, leaves the decision and responsibility with the Provincial 
Governments, the Committee as a matter of fact advocate a 
system of extensive Government interference with, and assistance 
to, industrial business hfe No restrictions are made with regard 
to the cases in which such assistance should be given It is pro- 
posed that Piovmcial Industrial Corporations should be established 
and that the capital of these corporations should initially or per- 
manently be supplied by the Government In any case the Gov- 
einmenii should take such portion of the share capital of the 
Corporation as cannot be raised by public subscrip- 
tion If it IS found necessary by Government to offer a guarantee 
of interest on 'the debentures. Government may give limited 
guarantee, e g ^ limited to the fiist issue of debentures, or hmited 
to a certain period of currency of the debenture issue Moreover, 
Government may, if necessary, purchase a portion of the deben- 
tures until a regular market has been created for these debentures 
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Y/o eonsulci these suggestions as thoi ought} unsound cand we 
do not doubt that should the Piovincial Goveininenfs follow the 
hues of these suggestions, taxpayeis would be iinohed m 
seiious losses The expeiience obtained under the State Aid to 
Industiies Acts, now in operation m some of the Piovmees, may 
serve as a deteiient example This expeucnce is the common 
one m cases v heie a system of extensive Slate aid m economic 
life has been mtioduced 

We outlined in oui memoianduin on “Industiial Banking” 
(Enelosuie TI) on uhat hues and undci what lestrictions Indu&rnal 
Coipoiations wath Goveinment assistance could, in oui opinion, 
be staited Then voik should be restiicled to pioneer enteixnisc 
of .1 non-competitive chaiactei , the opening up of mineral lesouites 
and laige public utilities, puncipalK electiical powei schemes 
SmaP nidusti} should be avoided Financial assistance h\ Govern' 
inent ought not to exceed tlie taking up of the share capital 

Peteiimg to oui suggestioub and consuleiations in oiu memo- 
landnm, we must most eainestlv express .i waining .‘gainst the 
scheme evobmig fiom tiie-e lesolnlion-. of the Ceniial Committoe, 


FiNANCLNfi or Foreign Tr\db. 

It IS especiallv with log.ud to the wide divi>igeiue ot opinion 
that has arisen on this subject between the Ccntial Committee 
and ouiselves, tliat wo lefci to the st.iiemont on naire 1 of this 
lepoil, that we base om opinion and mu advice on ‘•omul banking 
piinciples Y'c cannot concern ouiselves with ambition-, or desiics 
of a political 01 nationohstic ch.iiacler Tt is oiu opinion that it 
IS such ambitions oi desues which underlie the lecommendatiou of 
the Cential Committee th.'t a State Exch.ingo Bank should be estab- 
lished According to point 1 of the Committee’s conclusions it 
IS consideiecl not desirable that the conntiv should be dependent 
on the facilities afroided bv non-Tndian institutions foi the fmanc- 
me of foreign trade No aignmeuts for this opinion are given 
The oiilv raattei-of-fact aigiiment winch we can mn’g'iie, lies m 
the feai that the non-Tnehan institutions could at any time with- 
draw from the countiv thus leaving India depuved of agencies foi 
the finauemg of its foieign tiade We considei this feai to be 
vTithout auv foundation Tt is in onr opinion inconceivable that 
eighteen, geneiallv speaking, stiong institutions of high standing 
with activities and connections all over the w'orld, would, of their 
own flee wall, withdiaw fiom a woiking field, which nuisf bo of 
irapoitance to them It is as inconcewable as that all the Indian 
joint stock banks would stop their opeiatioim and go into liquida- 
tion 

Apait from this aignmcnt, we find in point 6 the indiiect 
allegation that the foreign exchange banks could assist the Indian 
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meicliants to a gieatei clegiee than they actually do We dealt 
with this allegation in oui memorandum on Poieign Tiade- 
(Enclosuie III) and can only state m this lespect, that oui dis- 
cussions with the Central Committee have shown no necessity for 
us to change what we wrote on the subject 

Eiom the point of view of banking pimcipies wc do not hesitate- 
to define the recommendation as untaii and thoioughly unsound. 
It aims at the establishment of a State Exchange Bank which 
would exclusively be entrusted with the work connected with 
foieign lemittances of the Government 

Wliat we wrote in oui memoiandum on Industrial Banking' 
(Enclosuie II), namely, that “it would be unfaii and unjust if 
mone}-^ of the Government would be used duectly oi indirectly to- 
comjiete with pm ate industiy” applies no less to bankmg Still 
moie is this the case since the financing by the existing banks of 
India’s foreign tiade meets, as fai as we aie awaie, all lequiie- 
ments , 

Competition would not be confined to the so-called Exchange 
banks We feat that the detrimental consequences to the Indian 
joint stock banks would be woise A¥e take it as a matter of 
course that the State Bank would be allowed to take deposits and 
do inland oiedit business This would encroach upon the field 
of all the piivate banks working in India, including the Imperial 
Bank In the initial stage, when the Inch an exporters and 
impoiteis have no expeiiencs of the efficient and sound woikmg 
of the new institution, we expect that its deposits which would 
practically be guaranteed by the Government would, to a consi- 
derable extent, be tiansfened from the Indian joint stock banks 
The harmful effects of such a reaction on the banking position 
of India need no illustration 

This proves that the scheme is not only unfaii and unjust 
but also unsound It is not a business proposal The bankmg 
situation of the country certainly does not lequiie the cieation of 
a new Exchange bank The best evidence of this is produced bv 
the fact, that the piomoters of the scheme are obviously convinced 
that such an institution can only be worked on an artificial basis 
They do not expect that private capital will be available and they 
propose to giant the new Bank the monopoly of the foreign Govern- 
ment lemittances 

This last proposal would seriously hamper the task of the 
prospective Eeserve Bank According to section 21 of the Beseive 
Bank Bill of 1928 that Bank will have the right to transact Govern- 
ment business including Government re'mittances in India and 
elsewhere This is the only right prmciple and of practically 
iimveisal application The Eeseive Bank, which has as its prin- 
cipal function to maintain the gold value and the stabihty- 
of the monetary unit of the country, ought as a mattei of course 
to have the monopoly of foreign Government lemittances We 
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.think it an iiidispeusable condition foi the fulfilment of the 
JReseive Bank s task that Go-veimnent lemittances should be cou- 
•^-entiated in its hands which should not be tied down bj compiil 
soij piovisions based on sentiment We gieatly apiireciated the 
fact that the Central Committee accepted oui lecommendations to 
stiengthen the position of the Eeseive Bank and to piovide it 
with the poweis necessaiy foi the fulfilment of its task We aie, 
theiefoie, all the moie disappointed that a pioposal has been put 
foiw^aid w^hich would in oui opinion seiiously weaken that position 
and those poweis Accoiding to oin conception — and this, we find, 
IS in confoimity with the lecommendations of the Hilton young' 
Commission — the Eeseive Bank ought to be free to purchase 
toieign exchange eithei by tendei oi in the maiket spot oi foi' 
waid, adjusting its opeiations to the cncumstauces of the moment 
These circumstances may, and will indeed, fiequently change li 
would ceitainly interfeie with the fiee action of the Bank and 
be detiimental to the geneial inteiest of the countiy if Govern- 
ment lemittances weie confided to another institution whose action 
would not and could not be dominated by the dntj'" to maintain 
the international value of the cuiiency of the countiy It seems 
to us doubtful whethei the system of pui chasing foieign exchange 
by tendei will be continued by the Eeseive Bank We think it 
by no means unlikely that the Bank wall soon leach the conclu- 
sion, that piivate puichases spiead ovei a longer time, either 
fiom the banks oi dnectly in the maiket, ought to be piefeiied 
The Bank will have to build up its own stock of foieign exchange 
and out of this stock the lemittances foi the Government will 
"then be made If this system were to be adopted, it could never 
be settled in advance whether a purchase of foreign exchange would 
be made on behalf of the Government remittances or for strength- 
ening the Bank’s cover against its liabilities oi in order to enable 
the Bank to sell foreign exchange at a later stage to banks or in 
the maiket to keep the rate of exchange within the gold points 

The freedom of the Eeseive Bank to regulate these remittances 
in conceit with the Government, and to slacken or postpone them 
when exchange is weak to accelerate oi increase thei^ '■^hen the 
opposite IS the case, is one of the strongest weapons iif hands 
of the Bank to keep the currency of the countiy ar^® ^ with 
gold This weapon would be taken aW'av from the B me oi its 
efficiencv would at anv late be seiiously weakened if the work 
connected with Government remittances were transferred to the 
Indian Exchange Bank 

On all these grounds w^e feel compelled to advise most 
strongly against the adoption of this lecommendation of the 
Cential Committee We are fully convinced that its adoption 
w^ould shake inter national confidence in the financial policy and 
wnsdom ot the Indian Government 
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If the Indian ]oint stock banks considei and decide that it is in 
then inteiest to establish by mutual co-opeialion a piivate Indian 
Exchange bank and to fuimsh the capital of that bank, we aie 
of the opinion that it would not even then be advisable to cieate 
the new institution befoie the Eeseive Bank has been constituted 
and befoie it has gained sufficient expeiience and influence to 
advise the Indian joint stock banks on the lines to be followed by 
the Indian Exchange Bank aftei it has staited its opeiations 

Q 

In No 7 of then conclusions the Cential Committee deal with 
the introduction of lupee bills foi impoit business This subject 
2 s also touched upon in the Committee’s conclusion No 12 under 
the heading “Money Market” 

In oui memoiandum on the Money Market (Enclosuie lY) we 
wiote in this lespect the following — 

“In the above no mention has been made ot the intioduc- 
tion ot Rupee bills in connection with the import 
trade ot India At the present stage we consider the 
impiovement ot the inland bill and money maiket as 
the tmidamental and piimaiy problem This problem 
must be solved befoie progress to an appreciable 
extent can be expected in the use of Rupee bills foi 
settling foreign tiansactions The question as to 
what curiency the bill will be drawn in, forms pait 
ot the conditions which have to be agreed upon by 
buyers and sellers It needs no comment that they 
will try to find the cheapest solution Under normal 
circumstances the cuiiency of that country will be 
preferred where the lowest rate of interest prevails 
and the money and bill maiket is so well developed 
that no doubt can exist about discount facilities being 
available at any time during the currency of the 
bill These conditions aie lacking in India As long 
as this IS the case, trade and industry will be hampered 
and the cost of unpoited goods raised bv enfoicmg 
sellers of foreign goods to diaw Rupee bills ” 

We are still convinced, that the passage, quoted above, con- 
tains the piinciples, on the basis of which this problem ought to 
be considered The interest of the countiy is being served by 
financing its foreign trade in the cheapest way, that can be 
followed To this extent we cannot agree with the opinion, men- 
tioned in conclusion No 12, lefeired to above If, by discount- 
ing the bills in the London Maiket, a cheaper method of financing 
can be obtained than by discounting them in India, the fiist 
method is, in oui view, to be preferred notwithstanding its con- 
sequence that the practice to diaw the bills m sterling will have 
to be continued It cannot be denied, however, that, although the 
hills aie drawn in steilmg, the majority of them have no access to 
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the London Money Market but aie bought by the exchange bank? 
on the coiiditions explained by the Committee in its conclusion 
No 12, mentioned above We suggest that the exchange banks- 
should consider the possibility of changing the present custom to- 
the extent that they would be piepaied to accept the bills instead 
of purchasing them m the same way as “house” paper of a London 
exporting house is now accepted by the Exchange banks and dis- 
counted m the London market If this suggestion could be- 
followed — and we see no obiections of real importance — the 
London Money Market would be opened to these bills and a better 
service would be rendered to the country than by enforcing the 
introduction of Rupee bills It is not inconceivable that this in- 
troduction of rupee bills which not only depends on the co-opera- 
tion of the importers in India but also on that of the exporters m 
other countires, might result rn higher costs on the transactions 
than have to be paid under the present system We are of opinion 
that in this respect also no artificial measures should be taken and 
the most economic arrangement should be adopted 

Money Myrket in Indtv 

Under the heading “Financing of foreign trade” we explained' 
our views on the inti eduction of Rupee bills m connection with 
the import trade of India This subject is dealt with by the Cen- 
tral Committee in their conclusion No 7 under the heading 
“Financing of foreign tiade” and in No 12 of then conclusions- 
on the “Money Market in India” We may refer to what we 
wrote with regard to that conclusion No 7 

In the provisional conclusions Nos 17 and 19 the Committee- 
proposed that the Reserve Bank should be permitted 

to act as agent for au^ Indian State and any member bank 
in the same way as it is empowered to act as agent 
for the Central and Provincial Governments , 

to act as agent in any place outside India for any member 
bank and to sell foreign currency or pay out in foreign 
currency on then behalf, to collect bills in foreign 
countries, and to accept against adequate securities 
m India, bills drawn by or on behalf of the member 
banks 

Although these provisional conclusions have been omitted from 
the conclusions as finallv communicated to us, we consider the' 
matter to be of such importance that we feel it necessary to deaf 
with it in our report 

We must object to this extension of the task of the Reserve 
Bank in so far as member bonks are concerned We fullv agioe 
with the opinion expressed by the Joint Committee of the Legis- 
lative Assembly, to which the Reserve Bank Bill was referred 
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In their Eepoic of the 18th August 1927, they wiote on page 3 
■aj-Miust sub-clause (13) — 

“We think that the powei of the Eeseive Bank to open 
accounts and act as agents of othei banks should be 
lestiicted to cential banks which aie the pimcipal 
cimency authoiities in then lespective countiies and 
among which we include the Bedeial Keseive Banks 
in the United States of Ameiica “ 

We considei this the right conception in accoi dance with the 
piactice in most other countiies Especially with legaid to the 
foieign exchange business of the Beseive Bank, we see gieat 
objections to the Bank acting as agent ioi member banks, using 
part of its holdings m foieign cunency and doing acceptance busi 
ness on behalf of these membei banks The activities of the 
Eeseive Bank in the field of foreign exchange must on pimciple 
be lestiicted to what is necessary foi perfoiming its principal duty, 

1 e , to keep the cunency of the countiy at pai with gold, in any 
case at a value between the upper and the lowei gold points It 
would be dangeious in our opinion to encroach upon this pimciple 
by inducing the Reserve Bank to place part of its foreign assets 
at the disposal of membei banks on behalf of their foieign 
exchange business 

Conclusion 26 pioposes to allow the Eeseive Bank, if any 
Approved joint stock banlc opens blanches at a centre where there 
me no joint stock banks, to place, for the first five years, a deposit 
with every new branch so opened of such sum and on such terms 
and conditions as it may consider necessaiy 

We are not m favoui of this proposal It could be interpreted 
in this sense that the Reserve Bank would be entitled to place 
these deposits without security and at a concessional rate of in- 
terest This w'oiild mean the granting of clean ci edits and sub- 
sidies which would be contiary to the principles on which the 
policy of a Reserve Bank must be based If this is not the inten- 
sion we see no reason foi the lecommendation since the Reserve 
Bank could m these cases grant a credit to the Bank against 
adequate secuiity under the geneial lules of the Act 

The Impbriil Bank of India.. 

In the second resolution it is stated that the restiictions im- 
posed by the present Act on its transacting foreign exchange 
business or other class of business which are not imposed on the 
operations of Indian joint stock banks, should be withdrawn 

We were informed during our joint discussions that it is the 
•intention that the proposed action should not be taken before the 
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Eeseive Bank has been constituted We agiee with that inten 
fcion since we aie of oiiinion that having legaid to the compaiatively 
low cash leseives of the Indian banking system, the Iinpeiial 
Bank should not undeitake any new task betoie the Eeseive Bank 
has staited its opeiations 

Accoiding to the third lesolution, any othei matteis connected 
with the Imperial Bank Act will be consideied by the Committee 
sepal ately 

It needs no comment that we aie not lesponsible foi the con- 
clusions, to which this consideiation will lead the Committee 

Eegulvtion of B inking. 

With legal d to this subject we felt the difficulty that a veiy 
fhoiough, detailed knowledge of the cncumstances pievailmg in 
India is necessaiy to give definite advice on all suggestions jilaced 
befoie the Cential Committee Moieovei, the Committee them- 
selves had not foimed then opinion about many of these sugges- 
tions when oui joint discussions took place We agieed, theiefoie, 
to leave the decision on the 68 points which aie mentioned in state- 
ment B attached to the conclusions, to the Committee in so far 
as we had no objections on piinciple oi did not feai that the 
adoption of the suggestions would hampei the sound and fiee 
development of banking In connection heiewith, we distinguish 
between the conclusions of the Committee and the suggestions in 
statement B upon which no such conclusions have been aiiived at 

Conclusions op the Cbntrvl Comaiittee 

We aie m agieement with these conclusions with the exception 
of the following points 

Conclusion 4, siib-paiagraph (II) — ^As stated, the Committee will 
latei consider the question whethei the foim ot Balance Sheet and 
Piofit and Loss Account presciibed in the Indian Companies Act, 
IS adequate 

We wish to warn against compelling banks to disclose paiti- 
culais of then business to such an extent that then position would 
be damaged 

Conclusion 4, sub -paragraphs (15), (16) and (17) — These piovi- 
sions lecommend a system of licensing banks The licences, to be 
granted by the Eeserve Bank, would be lequned foi doing banking 
business m India and foi the opening of new branches Licenses 
should be fieely granted to the alieady established banks and it 
would be the business of the licensing authority to see that the pio- 
visions of the law and any othei conditions specified in the licenses 
are complied with 
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We aie geneially not m favoui of the mtiodnction of a licensing' 
system Banking ought to he left to fiee competition and its deve- 
lopment ought not to be hampeied We lecognise, howevei, that 
if the Beseive Bank is made the licensing authoiity, oui objections 
■would be met to a gieat extent since we take it that the Beseive 
Bank w’^ould handle the system m-a sound and impaitial "way We 
do not, how'evei, agiee with the leasons given m justification of 
the lecommendation We consider that the protection of the intei- 
ests ot depositois b}^ means ot licences will be a dangeious lespon- 
sibihty foi the Eeserve Bank to undeitake We fuithei think that 
the control ovei the banks operating m the country should be 
obtained by the Beseive Bank by means of its discount rate and its 
open market policy and not by means of the licensing system The 
opening of branches by banks, working aheady m India should, 
in oui opinion, in any case be left free from any inteifeience bj 
the licensing authority This opinion is eiidoised by the Committee 
in then conclusions on Commercial Banking, where they write m 
^Conclusion No 3, that it is not advisable in the larger interests 
ot the country to lestiict m any way the branch activities of the 
banks m India, even though it may result in oveibanking in ceitain 
up-country places and in weaker banks, undei the stiess of com- 
petition, offer mg higher rates foi deposits and accoidmgly giving 
loans at highei rates and increased risk 

We considei this reasoning, with which we tiilly agree, in- 
consistent with the lecommendation to make the opening of new 
blanches dependent on the approval ot even the Beserve Bank 

With regard to the aheady established banks, we deem it a- 
fuudamental lequuement of fairness and hona fides that licences- 
should not only be fieely granted but should also be automatically 
renewed as long as the pro-visions of the law^ are complied with 
Apait from this, the licence should not impose any conditions on the- 
existing banks 

The Committee recommend that annual statements showing the 
assets and liabilities ot Exchange Banks relating to Indian business 
should be furnished by them to the Beseive Bank as a condition of 
the giant of licences Though w'e are not opposed to such annual 
statements, we considei that then submission should not be made 
a condition of the giant of licences In oui oiiinion the submis- 
sion of any statements by the Exchange Banks should be provided 
foi in the Beserve Bank Act itself 

Conclusion 5, sub -paragraph (1) — ^We aie of opinion that the 
Ai tides of Association should contain a piopei legulation of the 
allocation of profits as proposed in conclusion 6 sub-paiagiaph (3) 
The formation of extia reserves should be left to shaieholdeis on 
the recommendation of the Board of Dnectois 
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Suggestions {Statenienb B in Conclusions of Central Committee) 

We aie piepaied to leave the decision on the suggestions not 
mentioned lieieattei, to the fiee decision ot the Cential Committee 
so that we have no comments to offer with legaid to those points 

Suggestions (1), (2) and (3) — ^We aie ot opinion that the deci- 
sions to what extent clean advances and advances against immov- 
able piopeity may safely be given must be left to the management 
uudei contiol of the Boaid of Dneclois and iindei supei vision ot 
auditois The same is the case with advances to an individual 
without secuiity and with the amount advanced to any single ludi- 
vidiial oi to any single concern As we stated in our Memoi andum 
on Banking Eegulation (Enclosuie V), the lull lesponsibility ought 
to be left with the management and the Board of Diiectois and 
no measuies should be taken which would weaken that lesponsi- 
bilio} The limitation of clean advances would, moieover, conflict 
wutli the Committee’s conclusions (12) and (13) on Commeicial 
Bankmg 

Suggestions (6) and (7) — ^Eestiictions on investments in shaies 
•and debentuies ot ]omt stock companies and restrictions as to shoit 
-term and long teim business must be deprecated on the °ame 
grounds as mentioned above, whilst especially suggestion (6) would 
hampei the development of mdustiial finance as advocated by the 
Cential Committee in then conclusion No 7 on Financial require- 
ments of Industiies 

Suggestion (10) — ^Eeservation of the field of agiicultural finance 
ioi the co-operative banks would be detrimental to agricultural 
finance, wdiich is only covered at piesent to a vei}'’ small extent by 
the co-opeiative movement, and to the development of banking 
'facilities 

Suggestion (11) — Prohibition of a joint stock bank oi its 
blanches in town having a population of less than 25,000 w’ould 
seriously intexfere with the extension of banking agencies, so 
strongly adv^ocated by the Cential Committee (see conclusion 3 on 
Commercial Banking) 

Suggestion (12) — A provision foi licensing all persons domg 
'banking business would, in oui opinion, be impracticable, specially 
wuth legard to indigenous bankers and money-lenders 

Suggestion (14) — ^We cannot recommend a provision enabling 
audnois to publish instances of window-dressing in a schedule 
attached to the balance sheet Auditors have the light to call 
attecLion to abuses m then reports ^ 

' Siuig stwn (19) — We are of opinion that directors ot a bank 
5 av not ) e deprived of then rights as shaieholdeis and that they 
are the pioper xepicsentatives of the shareholders to hold proxies 




